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Food Stamp Program 

Denial of Privatization Demonstration Waiver Request from the State of 
Arizona 

Questions and Answers 

Question: Why did the Food and Nutrition Service (FNS) deny the State of Arizona's privatization 
waiver request? 

Answer: The Arizona waiver request was denied because FNS concluded the State's request did 
not ensure program access for food stamp applicants and recipients. More specifically, the request 
did not provide adequate justification to waive the requirement for the use of merit employees 
(Public) in the certification process that results in the final determination of program eligibility. FNS 
can waive the Act to test alternative xnethods that would further improve administration and meet 
the nutrition assistance goals of the Food Stamp Program. 

Question: Specifically, how would Arizona's waiver request deny program access? 

Answer: A1> noted in our letter, one example is the provision in the State's law allowing for 
incentive payments to the vendor for caseload reductions. Any incentive to reduce caseloads is 
contrary to this Administration's cOIDI!1itment to ensure Food Stamp Program access to all eligible 
low-income households. 

Question: Will FNS deny other requests from States to test the feasibility of using private or non­
profit contractors in the Food Stamp Program's certification and eligibility determination process? 

Answer: FNS will continue to review and work with any State that submits a demonstration waiver 
request to test privatization. It is a very serious matter to waive the law and several principles guide 
our consideration of this matter. A successful demonstration waiver request should include: (1) a 
program design with a good chance of improved program management, including client access to 
the Food Stamp Program; (2) a State's commitment to a time-limited test (FNS cannot pennanently 
waive the Act) that includes arrangements to return to pre-demonstration conditions (i.e., eligibility 
determination by merit system employees); and (3) a comprehensive, independent evaluation to 
determine the positive or negative effects of privatization. (Note: Florida and Wisconsin have 
submitted privatization waiver requests that are under review at FNS.) 

Question: Why did FNS take so long to make this decision? 

Answer: While it has taken us some time to reach a decision on Arizona, it is important to recognize 
that we have been reviewing both the very important issue of privatization and the specifics of 
Arizona's proposal. We have been clarifYing issues with Arizona and working with other Federal 
agencies. The State of Arizona requested a similar waiver for the Medicaid program from the 
Health and Human Service's Health Care Financing Service (HCFA). 
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Question: Will HCFA deny Arizona's request as well? 

Answer: HCF A is awcue of our denial. Questions about HCF A's next steps should be directed to 
HHS. (Note: HCFA bas advised us that they are drafting a denial. We don't how long this will take 
for clearance. However, neither the DPC nor OMB have requested that we wait any further on our 
letter. The State is negotiating a contract this week and is asking for an answer soon) 

Question: Would you reconsider Arizona's request if the State made modifications? 

Answer: Y CS, we would reconsider a request that met the conditions specified above. 

Question: Doesn't denying Arizona's request prevent States from experimenting with innovative 
approaches including privatization that were included in legislation for the Temporary Assistance 
for Needy Families (TANF) program? 

Answer: The Pexsonal RespOOSlbility and Work Opportunity Reconciliation Act of 1996 increased 
State flexibility in many areas for the Food Stamp Program as well as in cash assistance (TANF). 
However, while the law specifically provides for privatization under the T ANF program, Congress 
specifically left the merit personnel requirements of the Food Stamp Act unchanged. Therefore, 
while we support State fleXlbility in the areas allowed by the Food Stamp Act, privatization is an 
area in which we are moving cautiously. 

Question: Who have you heard from on this issue? 

Answer: In addition to the State and most'oftheir Congressional delegation, we've heard from State 
and National public employee unions such as the Arizona Public Employees Association of the 
American Federation of State County and Municipal Employees (AFSCME), and from numerous 
advocacy groups (Arizona Catholic Conference, Arizona Justice Institute, Children's Action 
Alliance and Arizona Network for Community Rcsponsibility)_ The Congressional delegation 
supported approval. The employee unions and advocacy groups expressed concerns about program 
access, client confidentiality and administrative procedures which could potentially reduce the 
nutrition assistance that the Food Stamp Program provides to eligible low-income families. 

J:PAD:AZQ&AS (I21219B) 



'.' 

12/02/98 18:11 FAX 

Or. Linda Blessing 
Director 
Department of BcollOlllic Security 
1717 W. Jefferson 
P. O. Box 6123 
Phoenix, Arizona 85005 

Dear Dr. Blessing: 

141004 
NO.1S6 P004/0B5 

This is in response to your requests to waive the merit system personnel requirements of 
the Food Stamp Act (the Act) to transfer the Food Stamp Program (FSP) certifioation process 
and eligloility determinarlons to a private entity or to implement alternative administrative 
struchlles, in which the private entity would have direct control over the FSP certification 
process. The State of Arizona. is requesting these waiven; as pan ofthc Arizona Works 
DemonsttationlPilot l>roject. For reasons exp1ailJed in this Jetter, the waiver and alternative 
proposals are denied. 

This administration is committed to ensuring that all eligible low-income households 
have ar;cess to vital Federal food assistance programs such as the FSP. The FSP, which provides 
food asllistance benefits to morc than 19 million eligible individuals nationwide, is the 
cornerstone of our efforts to guarantee a healthy and nutritious diet to all low-income families. 

The Food and Nutrition Service must be cautious in allowing changes to the FSP's 
eligibility process which is designed to ensure fair and equitable program access. Provillions of 
the Act itself support this goal ofprogr.mt access. Section 11(e)(6) of'tbe A5 which requires 
public employees to undertake the certification of applicant households, lsOne of these 
provisions. The requirement for merit employeeS reflects a general belief that fair and complete 
access to Federal FSI' b=fits is best served by the use of pub lie eIt1ployees in the certification 
process that results in the final decision of eligibility. 

The FSP's eligibility process includes accepting the application, cDnducting the food 
stamp interview, collecting and entering data into a State database, requesting and reviewing 
verification, malcing a final eligibility determination and providing a fair hearing if the household 
wishes to contest the final eligibility determinatioll Ot benefit leve). Furthermore, it is thrDUgh 

the certification process that program accountability (in wbich household eligibility is ensured 
through verifica!ioo procedures); program integrity (in which State and Federal agencies work 
T.Ogcther in efforts to detect and deter program fraud and abuse); and accountability to taxpayElI'S 
(in which all administrative deoisions and procedures are opc;n to public opinion and oversight) 
are ensured. An example of one way in which the Arizona proposals are inconsistent with these 
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objectives of the merit system requirement is the State'B option to provide incentive payments to 
the vendor for caseload tetiuction. 

We do not Ii!Id that the Arizona proposals sufficiently support the objectives of the Act 
and do not adequately ensure program access for food stan:Ip applicants and recipients. 

I appreciate the State of Arizona', cooperation and pati.ence.dnring ouneview of these 
reqWlsts and I regret that we were not able to respond to you earUer on this matter. Should you 
have further CDncern~ please contact me. I can be reached at (703) 305-2026. 

Sincerely. 

Susan Can: Gossman 
Deputy Administrator 
Food Stamp Progrum 

cc: Allen Ng, RegiODal Administrator. WRO 

FNS\FSl'\PAD\sAB\CFOLEY\cp\12-198\30S-Z383 
File:J:PAD;ARZDENIAL 
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JOHN McCAIN 
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OWR~. COMNI'f'T'Eii ON COMr.lERca 
SCIENCE.. Allltl1l\ANSPDRTATlON 

CONlJio1I1TE.E ON AJlNlEO sERVICES 

COMMrTT£E Of'lllNDlo'N ~A$ 

Ms. DouDa Shalala 
Secretary 

tlnittd ~mtos ~matt 

September 14, 1998 

U.S. DepartmeDt of Health and Human Semces 
200 Iudependence Avenue, S.W. 
Washington, D.C. 20201-004 

-Dear Secretary Sbalala : 
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TaLEPIotC~E flO_ HtA.l,tci IWlP"'III.'ED 
tZIU, 22: ..... 1'31 
(8021 951..01"0 

I am writing to you regarding th~ ArizoDa Works pilot welfare prognm. It bas 
beeD more than a ye:a since the state of Arizona submitted an oftidal waiver request to the 
appropriate fedcral agencies, including the Health Care Financing Adm.iniStration 
(BCFA). J\rizoua still has 1I0t recej.,ed an answer regarding this waiver. 

. I am confident you would agree that II qucia) component of the 1996 Per.;onal 
Responsibility and Work Opportunity Rl:com::iliation Act'(PRWORA) is tb .. llwbility it 
aIlUlVS the iDdividual states iD running their welfare prograDJ&. With this flmbility, the 
states are able to construct pro~ tailored to the specific Deeds of-their communities. It 
is lilY ))die! that this i!l exactly what my stale is attmlpting to do through the Arizoua 
Works pilot program. 

The Amona WorkS program aIlaws the state to coutract with a private entity that 
will be responsible for detenniDing eligibility for certain welfare services including: 
Temponry Assistance for Needy Families (TANF), Child Care., Food Stamp" :Medicaid 
and the state-funded Genera) Assistanee program. Under the 11196 welfare law, states are 
pemtitted to contract with the private sector to operate T~ ~d Child Care progratlJ!. 
However, states are required to use state employees wheil di:tUmiuing eligibility for the 
Food Stanlp and Medicaid programs. Thus, ArizoDa is seekiDg a tederal waiver for their 
Arizona Works program which aBows non-sblte employees to detenuine eligibility for the 
MediClid and Food Stamp programs. 

It is important to uote that Arizoua Works Uleets the fedend requirements for a 
welfare privatization demonstration as outliJ1ed by the Administration on May 13, 1997. 
This includes limiting the length of the demonstration, implementation in Duly OIlC county,. 
rather than statewide; lind a strong methodology for measUl"iDg and assessing outcome5. 

Developing an effective and efficieDt welfare reform PrograJD which creates 
opportunities (or Arironans to b~OlXle self sufficient is.a laudable goal and one that should 
be encouraged. I IUD hopeful that this Administration will conclude that the Arizona 
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Works pilot program is an important 5tep in this process and will deten:a.iQe that it Bleets 
the federal requirunents for a demollstratioll project. 

'It is impentive that Arizona receive a prompt respouse rcgardiDg this 'WIIiver since 
they are obIigai:ed by state law 10 have this pJ"Ognun fuJIy operational by laDnary 1, 1"'. 
If, for some I'UlIOII, tbe waiver is not approved, Ari:ZDna wm need 51lffi.c:ient tiPle to 
establish a dual5YSteJIl whereby private el1tities det"nnine eligibi1ity for TANF while state 
employees make determiDatiODS for Medic:aid aDd Food SUmps. 

Since su.bmiUing the waivei'. th~ state of Arizona and Governor BaD have been 
working c:Iosely with offieials fnlm your agency to address :and eliminate any concerns the 
Department JIUIy !lave about tile inD.OVa1iVe Arizona Works program. ID adclitiol1, the state 
ameuded the Origillal proposal 10 a o:Dnl:el'ted elfort to address federal conc:1CI'DlI abont the 
length of tile pilot program and time &ames for mte ilDPiementation. Now the state is 

. simply awaiting a dec:isioll by you. 

ProvidiDg a waiver for the Arizona Works program would give our nation aD 

opportuDity to leal'll if priVatization can lead to a more efficient aDd dfective service 
delivc:iy. Therefore, I am requesting tbat the DeputmeD~ ill accordaDce with an 
applicable rules. regub1iiOIlS and ethical guidelines, rMew Arizona's formal waiver request 
in an efficient alld expeditious maDllet. 

I look t'orwlll"d to your prompt respODSe regarding this iJDPOrimlt matter. 

Sineere\y. 

AM:a~ 
UJlited States Seaator 

JM/sds 

~ 
Governor HuD 

... "'* TOTAt. PRGE.03 "'* 
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tJ Cynthia A. Rice 12/03/98 12:43:51 PM 

Record Type: Record 

To: Bruce N. Reed/OPO/EOP, Elena Kagan/OPO/EOP, Laura Emmett/WHO/EOP 

cc: 
Subject: FYI: today's Arizona Republic article about our action on privatization 

This doesn't seem to have broken through to national press but here's the Arizona story. 
---------------------- Forwarded by Cynthia A. Rice/OPD/EOP on 12/03/98 12:43 PM ---------------------------

tJ Cynthia A. Rice 12/03/98 12:40:32 PM 

Record Type: Record 

To: See the distribution list at the bottom of this message 

cc: julie paradis @ usda.gov @ inet, bonny o'neil @ fcs.usda.gov @ inet, carolyn foley @ fcs.usda.gov 
@ inet, art_foley @ fcs.usda.gov @ INE-T @ LNGTWY - . 

Subject: FYI: teday's Arizona Republic article about our action on privatization 

Welfare reforms threatened 

Privatizing Food Stamp benefits rejected by U.S. 

By Pat Kossan 
The Arizona Republic 
Dec. 3, 1998 

The federal government slapped down Arizona's proposal to hand 
over its Food Stamp Program to a private company, a decision that 
endangers legislative efforts to turn other state-run benefits 
programs over to for-profit businesses. 

The idea fails to ensure that needy families would have "fair and 
equitable" access to the benefits, that fraud and abuse would be 
detected, and that the program would be open to public scrutiny, 
federal Food Stamp officials said in letter sent Wednesday to state 
Department of Economic Security Director Linda Blessing. 

This is the first decision the U.S. Department of Agriculture, which 
oversees the Food Stamp Program, has made about state requests 
for privatization, a USDA spokesman said. Wisconsin and Florida 
have also expressed interest in privatization of Food Stamp 
programs and their requests are being reviewed, he said. 

Federal officials seemed especially unnerved by the Arizona's 
proposal to give the private vendor bonus payments for reducing 



the number of people receiving Food Stamps. 

Federal officials call it an example of how the program doesn't meet 
"the cornerstone of our efforts to guarantee a healthy and nutritious 
diet to all low-income families." 

"The legislature has to relook at this program," said Alfredo 
Gutierrez, a former state senator, now lobbyist, who chairs the 
board responsible for designing the privatization program and 
finding a vendor to manage it. 

"We may have to go back and reconsider our mission and 
re-engineer the (privatization) program," he said. 

About 272,000 Arizona residents receive an average of $78 worth 
of Food Stamps each month, while 96,000 of them also get cash 
welfare benefits averaging $101. Most recipients are children. 

Determining eligibility for the Food Stamp Program and distributing 
Food Stamp benefits are only part of a pilot privatization project 
called Arizona Works, passed by legislators in 1997 and amended 
in 1998. 

It is designed to make a private business responsible for moving 
about 20 percent of DES's welfare caseload, or about 5,000 
families mostly in eastern Maricopa County, off Food Stamps and 
cash welfare benefits and into jobs over the next two years, 
Gutierrez said, threatening the jobs of about 60 state workers. 
Under law, the private agency must show at least a 10 percent 
savings in administrative costs. 

The Arizona Works Procurement Board awarded the bid Monday 
to MAXIMUS, a national company that runs benefits programs in 
other states, mostly child support programs. 

But the USDA's decision not to allow distribution of Food Stamps 
to be part of the privatization program could force the Procurement 
Board to cancel that award and reissue its bid requests, Gutierrez 
said. 

The state Attorney General's Office must review the denial letter 
and determine whether the withdrawal of the Food Stamp Program 
changes the original bid proposal and opens the state up to legal 
action by those vendors not awarded the contract. 

If that decision is made, Gutierrez said the Procurement Board 
would have to start with a new proposal and bid requests and could 
miss its Jan. 5 deadline for issuing a bid reward. 

But that's not the only problem. 

DES workers now help welfare parents acquire both Food Stamps 
and welfare cash benefits during one interview. 
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If the state is forced to keep its workers to run the Food Stamp 
program, it could mean that funding an additional privatization 
program for other benefits would no longer save the state money. 

"Then the Legislature could choose to end, mend or extend the 
program," Gutierrez said. 

The Procurement Board members plan to meet with the Attorney 
General's Office next week, he said. 

Message Sent To: 

Christopher C. Jennings/OPD/EOP 
Jeanne Lambrew/OPD/EOP 
Devorah R. Adler/OPD/EOP 
Karen Tramontano/WHO/EOP 
Daniel N. Mendeison/OMB/EOP 
Barbara Chow/OMB/EOP 
Jeffrey A. Farkas/OMB/EOP 
Edwin Lau/OMB/EOP 
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tJ Cynthia A. Rice 09/10/98 12:40:40 PM 

Record Type: Record 

To: Karen Tramontano/WHO/EOP. Bruce N. Reed/OPD/EOP. Elena Kagan/OPD/EOP. Kris M 
BalderstonlWHO/EOP 

cc: 
bee: 
Subject: Re: USDA Food Stamp Waiver Il£I 

What I suspected was true is true -- USDA has been visiting and collecting information on these 
waiver requests as we requested. but they're not sure how much longer they can drag this out. 
I've asked them to write up a status report on Arizona. Florida and a new waiver request from 
Wisconsin. and I think we may want to meet with them to discuss next steps. 
Cynthia A. Rice 

tJ Cynthia A. Rice 09/04/98 06:47:40 PM 

Record Type: Record 

Karen Tramontano/WHO/EOP To: 
cc: 
bee: 

Bruce N. Reed/OPD/EOP. Elena Kagan/OPD/EOP. Kris M BalderstonlWHO/EOP 
Records Management 

Subject: Re: USDA Food Stamp Waiver Il£I 

Kris -- I can check this out_ 

The welfare reform law required USDA to respond to waiver requests within 60 days to 
(1) approve (2) deny or (3) ask more questions. When we last met in the EOP on this topic. we 
agreed that USDA should ask Arizona more questions; in April. we told USDA to do the same thing 
for Florida. Historically. USDA has been good about following our guidance but I will call them and 
let you know. 
Karen Tramontano 

I Karen Tramontano 09/04/9SI; 

Record Type: Record 

To: Bruce N. Reed/OPD/EOP. Elena Kagan/OPD/EOP. Cynthia A. Rice/OPD/EOP. Kris M 
BalderstonlWHO/EOP 

cc: 
Subject: USDA Food Stamp Waiver 

I just got a call from AFS CME informing me that our friends at USDA are seriously considering 



waivers for Florida and Arizona of merit staff for food stamp workers ---­
also they heard that USDA is visiting Florida to review its TANEF Pilot --

Kris. can you check this out w/USDA 

Any other info/advice pis let me know 



Diana Fortuna 

Record Type: Record 

07/15/9804:46:47 
PM 

To: Elena Kagan/OPO/EOP, Cynthia A. Rice/OPO/EOP 

cc: Laura EmmettIWHO/EOP 
Subject: Info on Michigan 

Here's an update from the NEC. I still don't feel confident we're back in this loop and will continue 
to try to get us there. 

---------------------- Forwarded by Diana FortunalOPD/EOP on 07/15/98 04:50 PM ---------------------------

U···l~ 'cecilia E. Rouse 
fOf' - 07/15/9802:17:25 PM 

Record Type: Record 

To: Diana Fortuna/OPO/EOP 

cc: 
Subject: Re: any news on Michigan? ~ 

The only news is that the unions (with the exception of the UAW) have grudingly agreed to a small 
pilot in Michigan. Therefore, Secretary Herman is waiting for Gov. Engler to call (he is scheduled to 
do so) to schedule a face-to-face meeting in Washington either later this week or early next week. 
DOL is interested in a 25% pilot which could be configured in a number of ways. 

-- Ceci 

I 

i 

I 

i 
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PM 

Record Type: Record 

To: Elena Kagan/OPD/EOP, Cynthia A. Rice/OPD/EOP, William P. MarshaIlIWHO/EOP 

cc: Laura EmmenIWHO/EOP 
Subject: arnold & porter mtg 

will be sometime Monday morning. that's what they picked. Bill, I'll let you know the exact time. 

Cynthia, the notice would be issued by press release and later compiled in some IRS publication. 
so this could be announced any day of the week. 



Diana Fortuna 

Record Type: Record 

C) 07/23/98 11 :07:23 
lJJ 

To: Elena Kagan/OPD/EOP, Cynthia A. Rice/DPD/EOP, Andrea Kane/OPD/EOP 

cc: Laura Emmett/WHO/EOP 
Subject: alexis is meeting w/Engler today 

Just learned that this is happening today. We're still obviously not in this loop. According to Ceci 
Rouse: 

The farthest Alexis will go is to propose a 25% pilot, which would mean Detroit and a few 
surrounding counties. Biggest challenge is that GI bill is ready to go, may be conference action 
this week, and they hope it could be signed pre-recess. So their goal is a meaningful enough 
conversation with Engler that the Hill thinks we're credible and we want to work it out. Alexis told 
Sweeney last night what she'll propose, and he supposedly will try to carry some water on that. 

Ceci says DOL is driving this more than NEC, which hasn't been that involved in the mechanics. 



Diana Fortuna 

Record Type: Record 

04/02/98 01 :43:01 
12M 

To: See the distribution list at the bottom of this message 

cc: Andrea KanelOPDIEOP 
Subject: Florida privatization; If I don't hear from you on this by Friday, I will assume this course of action is 

OK 

Florida's state legislature assed a law re Ulr rivatization demonstration as art of their 
welfare re orm plan. USDA has a legal deadline to act -- this Monday, April 6. Options are (1) 
approve, (2) deny, or (3) ask more questions. USDA proposes (3) ask more questions, as we did 
with Arizona. I think this IS the right course of action. I will tell them we have no comment on 
their plans if I don't hear any objections from all of you close of business Friday. 

This is the state legislature's initiative. The Governor's staff told me off the record that they will 
not be greatly disappointed If this is not approved. 

The demo would privatize food stamp and Medicaid eligibility determination for about 1 % of the 
state's caseload. 

Keith: I wasn't sure who the right person was at OMB, so I'm sending this to you. I sent Anil the 
paper on this issue. 

Message Sent To: 

Elena Kagan/OPD/EOP 
Cynthia A. Rice/OPD/EOP 
Emily Bromberg/WHO/EOP 
Karen Tramontano/WHO/EOP 
Emil E. Parker/OPD/EOP 
Keith J. Fontenot/OMB/EOP 
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U.S, Depal"fmGRt of Labor 

January 30. 1998 

Mr. Douglas Roiliwell 

DOMESTIC POLICY COL 

Assist""l Se<rretarv fOr 
Employment and Training 
Washlnglon. D.C. 20210 

tN'lI- - 1'''' ." \; .. J\ -

Chief Executive Officer IUld Department Director 
Michigan Jobs Commission . 
Victor Office Center, 4th Floor 
201 North Washillgton Square 
Lansing, Michigl1Jl48913 

Dear Mr .. Rothwell: 

1". UC:: 

In OUT conversation today, Douglas Stites. Chief Operating Officer oithe lIificl1igan Jobs 
Commission (M1C). confirmed that the MJC illtends to implement Governor Engler's Executive 
Orders 12·1997 and 18-1997 on Monday. February 2, 1998; despite the laCk ofan approved 
WiI8ller-Peyser plan of service modification. This conversation is consistent with our 
Ul1dersmnding of the state's intentions based on our January 21. 1998 meeting, ar~t review by 
stafi'from our Chicago RegiODal Dfftce. and earlier discus5ions. 

At the outset, I would like to reiterate our continuing commi1l1letlt to work with you to improve 
Michigan's Employment Service. consistent with prevailing federal law, policy and program 
requirements. We 5harethe high priority you place on innovations that deliver high quality 
employment services to all who need them and we CODtinue to bope that this outcome can be 
achieved in Michigan without placing the availability of employment services to the people of 
Michigan at risk. this risk can be avoided if the MJe complies with the legal and regulatory 
requirement that Wagner-Peyser Act funds be used only in accordance with an approved plan. 

I agree that sttategies and policies sometimes need to change as the needs of our dynamic national ) 
economy chango. In ~ership with the SIat8S and the Congress, we have worlc:ed to lay the 
foundation for a n~~workf'orce development system, one that better integrates workforce 
develop~8Iltservices, satisfies ilS customers better. and achieves better employment and earnings 
outcomes for them I know you shue this vision of a better ped'orming and functionally integtated 
syStem that is technologically advanced and locaUy-directed. 

I know that we both share the goal of continuing to provide quality services to all Who use the ES. 
It is for thllt reason that we are anxious to continue our dialogue and to determine if there are ways 
to provide services that will be better, fairer and more efficient. 

We cannot, however, abandon our role as the federal grantor ofWasner-Peyser funds and permit 
MlC to implement its plans without fUll considerntion and proper approval as the law requires. 1 
notified you in letters dated September 18.1997, October 21, 1997 andDeccmber 24.1997 that . 
MIe could not legally use Wagner-peyser grant funds wuil it has submitted and bad approved a 

~002 
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modification to its plan of service. On December 24, 1997, I indicated that the Depa!1ment could 
not approve the plan modification which MJC had submitted. The letter also identified certain 
program weaL:nes'le5 that would have prevented our approval of1he plan. We SUggested that the 
plan be withdraWn and that we 1Bke the opportunity to engage in a greater coordination of our 
efforts to improve the peIfonnance of Michigan's employment services. These program concerns 
are; 

• 

• 

• 

• 

The Michigan plan does not provide for adequate administration of the Employment 
Services' responsibilities with respect to the UI work test. Michisan's eocclusive reliance 00 

automated services to provide job-finding and placement services for UI claimants does not 
adequately provide the job referrals an d verification of the outcomes of these refem.1s that 
arc needed in order for !:Pe WOIk test to be effectively DlbD88ed. Merit-staffing is. integral to 
the effective administration of the work test. --. 

An exclusive reliance on automated services is inadequate to cany out the purposes of me 
Wagner-Peyser Act. Michigan must provide a range of job seacch and job placement 
assistance services in each community that. supplements an automated approach to 
delivering these services in Order to give customers a reasonable choice of services 
delivery alternatives. 

An exclusive reliance on automated services to provide basic labor exchange services 
presents a barrier to those who have literaCy problems, physical impairments, or other 
impediments to effectively using automated labor ~changes services effectively. The 
Michigan proposal does not adequately address how these barriers would be avoided. 

Midllgan.'s automated labor exchange relies on a fully connected Americas Job 
BanklAmerica's Talent~ank wherejob-seeken ()In &eareh for job openings that fit their 
skills and employers can searC:h for resumes that match their skills needs. This new system 
will not be ready until Match 2. Thus, the implementation schedule does not appear to be 
in sync with the availability of the technology needed to have a fully automated labor 
exchange. It abo calls into question whether other aspects of the reorganization are being 
implemented prematurely. 

1 know that these eoncems can be a.ddress~ and that we can move forward with the taSk of 
improvill8 employment services for the citizens of Michigan. We can achieve this if the MJC is 
willing to work with us and continues to operate under its currently approved pl~ until 0\1{ 

deliberations result in an approved revision to that plan. Funding for Michigan's Wagner-Peyser 
Act servi .. es can and will Continue as Ions lIS they are delivered under an approved plan. It is my 
duty and commitment to see that sen-ices to the peepl .. of Michigan continue. By setting an 
implementation date for Monday. February 2, the MJC is jeopardizing these services. 

In addition to the requirement that any Wagner.Peyser plan receive Departmental approval. . 
relevant laws and regulations including the Wagner-Peyser ~ the Intergovernmental Personnel \ 
Act and Office of Personnel Management regulations require:that State Employment Services be ) 
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staffed by public employees selected on the basis of merit. The requirement is demonstrated by 
64 years of practice and successive standards and guidance promulgated by the responsible federal 
entities. After extensive consultation and review of the relevant laws; regulations and guidarlce, 
we conclude that the DepatlIIIent's 64 year policy represents II. correct interprelation of the law. 
We have consulted with th~..o£lice of Legal Counsel at the Depanment of Justice. and they have 
advised us that their initial view is in accoTd WIth our conclusion. Finally, we note that in 1938 the 
state of Missouri contended that the Wagner-Peyser Act did not require merit- staffing, ancI the 
Department withheld Wagner-Peyser funding until Missouri agreed to adopt a merit personnel 
system. This foundation for merit staffing remains in place today. 

While merit-sta1Dng applies under the Wagner-Peyser Act, it applies only to those services that the 
Secre13Iy of Labor detennines to be inherently sovetnmental functions, This determination is 
reserved to the Secretary of labor in keeping with her legal obligation to ma.inlllin B ilational 
S]'5Um1 of employment seeurity. Tn keeping with this obligation to determine which services might 
be inherently governmental, I previously indicated a willingness to discuSs limited pilot programs. 

It is my hope that you will act to ensure that the people ofMichiiBD continue tQ receive their 
deserved Wagner-Peyser services. I sincerely hope that Michigan will suspend its actions to 

implement the reorgani~on plan and continue to negotiate with the Depanment to reach a 
mutually satisfactory resolution ofMJC's pl:rfonnanee concerns and to the Department's 
programmatic and policy concerns so that Wagner-Peyser funds will continue to flow under the 
current approved plan of service. 

I cannot, however, abandon my role as an oflicial of the federal grantor of Wagner-Peyser funds. If 
I do not receive from yOll, by close ofbusiness On Fe1mmry 2, 1998.. an affirmative indication in 
writing that Michigan's Wagner-Peyser AJ;t servi~es wjl\ continue to operate consistent with the 
currently approved plan of service, ETA will withhold MJC's Wagller-Peyser Act funds expended 
in connection with the reorganization. This withholding offunds will remain in effect until 
Michigan is again C!perating =dec an approved plan. 

Your first year One:;5top ~eer Center grant bas ended, Approval of Michigan's second year One- ] 
Stop Career Center grant WIll also be a1I'eacd to the C)ttent that the grant would be used to 
implement or support the implC!Dentation of the proposed morgani71!tion. 

Let me again affirm my readiness to work with you to improve employment services in Michigan_ 
Together. I know we c;an provide the leadership needed to make this an opportunity for innovation 
in the interest of providing better employment services to job-seekers and employers. 

Sincerely, 

~JdLlta~/ 
ONDJ.~DE 

Acti Assistant SecretaJy 
for Employment and· Trainina 

I;!) 004 
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Record Type: Record 

To: See the distribution list at the bottom of this message 

cc: Bruce N. Reed/OPD/EOP, Sara M. Latham/WHO/EOP 
Subject: Michigan Privatization 

As most of you know, DOL has informed me that Engler insists on starting to privatize Michigan's 
Employment Servie Monday. As a result, DOL is preparing a lettter to the Michigan Employment 
Commissioner stating that DOL will begin to withhold federal funds for the operation of the 
Employment Service because the state is breaking the law. 

Karen--I understand that Kitty called you about this. Have you seen this letter? Do you know if they 
have let WH Leg Affairs and the Press Office know? Do we know what the impact of withholding 
funds will do to recipients? 

Diana-- I know you are trying to get your hands on a copy of the letter. Can you find out if they 
are doing talking points? 

Message Sent To: 

Karen Tramontano/WHO/EOP 
Diana FortunalOPD/EOP 
Elena Kagan/OPD/EOP 
Mickey Ibarra/WHO/EOP 
Fred DuVal/WHO/EOP 



Record Type: Record 

To: Elena Kagan/OPD/EOP, Emily BromberglWHO/EOP, Cynthia A. Rice/OPD/EOP 

cc: 
Subject: Update on Michigan privatization 

Engler has taken DOL to court over the privatization issue. He asked for a TRO on DOL's plans to 
shut off the flow of money, but he lost. But there is a hearing of some sort on Friday. The money 
has been shut off. 

DOL continues not to be very proactive, to say the least, about keeping us in the loop about 
developments like this. Uhalde told me that they keep Podesta informed, and that Geri Palast talks 
to WH intergovernmental (although according to Emily, she doesn't hear much either). I told him 
that they should keep uS informed as things happen. 

He gave me a page of talking' points that I will forvvard to Emily and Cynthia. 
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Record Type: Record 

To: Bruce N. Reed/OPD/EOP, Gene B. Sperling/OPD/EOP, Elena Kagan/OPD/EOP, Emil E. Parker/OPD/EOP 

cc: Maria EchavesteIWHO/EOP, Barbara Chow/OMB/EOP, Samuel-William @ dol.gov @ inet 
Subject: Privatization Meeting @1 p.m. Room 180 

~ 
PVTMEMO.w 

Attached are my thoughts and process for tomorrow's meeting. If possible we should try 
to either have a few minutes b/4 the meeting. I will try to schedule it. Also, please e-mail me wi 
comments and concers about the attached. I hope to cover four things tomorrow -- opening, 
current status, options and dialogue. Thanks 
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To: Bruce, Gene, Elena, Emil 
From: Karen 
CC: Maria Eschaveste, Barbara Chow 
Re: Privatization Meeting 

Kitty Higgins will be joining us tomorrow a.m. Based on our 
previous conversation and a conversation I had with Gerry Shea, our 
goal is to begin a dialogue with labor about a long term strategy for 
privatization. 

In add ition to the afl-cio staff, the communication workers, auto 
workers, afscme and seiu will be attending the meeting. It goes 
without saying that their first response will be "we are winning the 
privatization war; the Clinton Administration needs to hold firm." In 
Gerry's vievv -- and I think we agree -- "holding firm" is not a long term 
strategy. 

John and Sec. Herman put on the table a four-pronged approach: 

• Say "no" to all privatization; 
• Say "yes" to all privatization; 
• Say "no" but accommodate a State proposal to privatize but 

wi merit staffing principles; 
• Say "yes" but just pilot. 

If we can engage in a dialogue around the last two 
options--because I believe the first two options do not work--I think we 
will have made some progress. With the last two options, if vve could 
engage in a discussion around the principles that labor would Ii ke to 
see us apply, we will have made significant progress. 

Since the reaction from the outset will be defensive and lacking in 
trust, I would like to open with a "why we are here." Then, Bruce and 
Elena if you would give an overview of the issues that are currently 
before the Administration and the ones we expect to come like CHIPS, 
Medicaid, TANIF. With a bit of luck, we may be able to engage in a 
dialogue about the best options for handling the debate, the process 
and the substance. 

Page 111 
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Thank you. 
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January 5, 1997 

MEMORANDUM FOR JOHN D. PODESTA 

FROM: 

CC: 

SUBJECT: 

KAREN A. TRAMONTANO 

BRUCE REED 
ELENAKAGEN 
MICKEY IBARRA 
GREG FRAZIER 
WILLIAM CORR 
LEE SATTERFIELD 

PRIVATIZATION 

On Tuesday, January 6 at 2:00 p.m. there will be a meeting to discuss the 
Administration's response to state requests to privatize various programs. This meeting is 
an effort to understand those requests and to the extent appropriate, share information 
regarding the status of those requests and agency responses. 

Department of Labor: 

Several months ago, the Department of Labor through means other than state 
notification, learned of Michigan's desire to privatize its employment services program. 
Since I was not able to be involved in this matter/you are aware that the Department of 
Labor within the last week communicated a number of concerns to the state. As a result, 
the state informed the Department of Labor that it has withdrawn its request to privatize 
its employment services program. Secretary Herman has attempted to contact the 
Governor to determine whether the state will resubmit its request or whether the state has 
decided to halt its actions regarding this matter. At this time, the Governor has not 
returned the Secretary's calls. 

Department of Agriculture: 

The state of Arizona has a request pending with the Department of Agriculture to 
privatize segments of their food stamp program. Just prior to the time expiring during 
which the Department would have had to issue a decision, the Department requested 
additional information. The matter remains pending. 

The state of Wisconsin has made a similar request with the Department of 
Agriculture. I understand that this request is pending also. 



". ,. 

Department of HeaIth and Human Services: 

The state of Wisconsin has a p~nding request to privatize segments of its Medicaid 
program with HHS. There may he a pending request from Arizona as well. 

The Domestic Policy Council has heen following these issues with the agencies for 
some time. Since no Administration policy has been developed that would apply to every 
request, the most recent requests have been pending while the agencies request more 
information from the state to determine with specificity the state's plan and its impact on 
both workers and recipients. 

During this meeting, I recommend we address the following: 

A. Determine the full range of proposals pending before these three agencies; 

B. Determine the status of each proposal; 

C. Determine whether a comprehensive Administrative policy can be developed and 
applied to each request; 

D. Identify the next steps for White House and Agency officials. 
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Record Type: Record 

To: Laura Emmett/WHO/EOP 

cc: 
Subject: Re: employment service 

Emily's note (attached to Cynthia's) explains the issue and argues that there is some urgency on it, 
Is Elena around next week? 
---------------------- Forwarded by Diana Fortuna/OPD/EOP on 12/23197 10:06 AM ---------------------------

tJ Cynthia A. Rice 12/19/97 11 :27:44 AM 

Record Type: Record 

Emily Bromberg/WHO/EOP To: 
cc: 
bee: 

Elena Kagan/OPD/EOP, Diana Fortuna/OPD/EOP 

Subject: Re: employment service ~ 

Elena --~ unless you think otherwise, shouldn't the first step be for Diana and Emily -- who will be 
here next week -- to get together as quickly as possible with DOL and I think Ann Lewis from the 
NEC who works on one-stop/employment center issues and figure out what the facts are here. 
Emily Bromberg 

~:z f)" •• _y 

Record Type: Record 

To: Elena Kagan/OPD/EOP, Sara M. Latham/WHO/EOP 

cc: Bruce N. Reed/OPD/EOP, Fred DuVaIIWHO/EOP, Cynthia A. Rice/OPD/EOP 
Subject: employment service 

I got a call from DOL this morning giving me a heads-up on Gov. Engler's efforts to privatize 
employemnt services in Michigan. I assume you all know that the employment serive office is not 
just where you get your unemployment check, but also does job counseling, one stop shop, etc. 
Governor Engler proceeded to privatize without submitting a state plan to DOL (as required) and in 
fact notified the localities that they need to get RFP's out because they will be required to privatize 
in their areas starting 2/1/98. DOL has been fussing with the state for quite some time (months) 
reo process/where is the state plan \Nithout really dealing with the policy question (or notifying the 
White House). Engler submitted a state plan two weeks ago requesting privatiation--so now the 
issue must be resolved. DOL says they must give the state an answer by 1/5/97. 

I understand that Karen is recused from this becuase of her SEIU connection. Karen tells me that 
Kitty Higgins has talked to John Podesta about this directly. How do you want to proceed? Seems 



like we need to resolve this quickly. 
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Record Type: Record 

To: Laura Emmett/WHO/EOP 

cc: 
Subject: Re: employment service 

Do you know if Elena has focused on this and decided on whether to do a meeting as Emily 
suggests? I will now forward you the prior email that explains what this issue is all about. 
---------------------- Forwarded by Diana Fortuna/OPD/EOP on 12/23/97 10:05 AM --------.---------.--------

'f 
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Record Type: Record 

To: Cynthia A. Rice/OPD/EOP 

cc: Elena Kagan/OPD/EOP, Diana ForlunalOPD/EOP 
Subject: Re: employment service ~ 

i absolutely disagree. we do not have the time for that--the facts will be more quickly sorted out at 
a meeting that Elena or John chairs just because DOL is playing hide the ball--and because this is 
such a highly charged political issue. my suggestion is that Elena and John call a meeting with 
DOL for early next week. 
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{] Cynthia A. Rice 12/19/97 11 :27:44 AM 

Record Type: Record 

Emily Bromberg/WHO/EOP To: 
cc: 
bee: 

Elena Kagan/OPD/EOP, Diana Fortuna/OPD/EOP 

Subject: Re: employment service ~ 

Elena --- unless you think otherwise, shouldn't the first step be for Diana and Emily -- who will be 
here next week -- to get together as quickly as possible with DOL and I think Ann Lewis from the 
NEC who works on one-stop/employment center issues and figure out what the facts are here. 
Emily Bromberg 
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Record Type: Record 

To: Elena Kagan/OPD/EOP, Sara M. Latham/WHO/EOP 

cc: Bruce N. Reed/OPD/EOP, Fred DuVaI/WHO/EOP, Cynthia A. Rice/OPD/EOP 
Subject: employment service 

I got a call from DOL this morning giving me a heads-up on Gov. Engler's efforts to privatize 
employemnt services in Michigan. I assume you all know that the employment serive office is not 
just where you get your unemployment check, but also does job counseling, one stop shop, etc. 
Governor Engler proceeded to privatize without submitting a state plan to DOL (as required) and in 
fact notified the localities that they need to get RFP's out because they will be required to privatize 
in their areas starting 2/1/98. DOL has been fussing with the state for quite some time (months) 
reo process/where is the state plan without really dealing with the policy question (or notifying the 
White House). Engler submitted a state plan two weeks ago requesting privatiation--so now the 
issue must be resolved. DOL says they must give the state an answer by 1/5/97. 

I understand that Karen is recused from this becuase of her SEIU connection. Karen tells me that 
Kitty Higgins has talked to John Podesta about this directly. How do you want to proceed? Seems 
like we need to resolve this quickly. 
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Record Type: Record 

To: Cynthia A. Rice/OPD/EOP 

cc: Elena Kagan/OPD/EOP, Diana FortunalOPD/EOP 
Subject: Re: employment service iN) 

i absolutely disagree, we do not have the time for that·-the facts will be more quickly sorted out at 
a meeting that Elena or John chairs just because DOL is playing hide the ball--and because this is 
such a highly charged political issue. my suggestion is that Elena and John call a meeting with 
DOL for early next week. 
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Record Type: Record 

To: Elena Kagan/OPD/EOP 

cc: Cynthia A. Rice/OPD/EOP 
Subject: FYI apparently there is a Michigan privatization issue we weren't aware of 

The following is from NEC's briefing for the AFL-CIO conference: 

PRIVATIZATION OF THE EMPLOYMENT SERVICE 

Michigan: Governor Engler recently issued an Executive Order that would allow for the 
privatization of the Michigan Employment Service. Approximately 400 merit-staffed State 
employees, represented by SEIU, would be affected by the Executive Order, scheduled to 
effect on October 6. The Department of Labor directed the Michigan Jobs Commission to 
suspend implementation of the reorganization plan. The Department has not made a final 
decision on the legality of Michigan's plan. 

Texas: A request by the State of Texas to privatize its Employment Service is on hold. Last 
spring, HHS rejected Texas' plan to privatize portions of its Medicaid and Food Stamps 
program. Other states are closely watching the Michigan situation; New York, Illinois and 
Pennsylvania are considering similar privatization efforts. 
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Record Type: Record 

To: Elena Kagan/OPD/EOP, Cynthia A. Rice/OPD/EOP 

cc: 
Subject: Elena's suggested question for letter to Arizona on privatization waiver request 

Elena, you suggested asking AZ if they would agree to limit their demo so that no eligibility 
determination functions would be privatized, along the lines of the Texas compromise proposal. 
Yvette's response to that is that they wouldn't even need a demo to do that, and so they are not 
inclined to ask the question. I didn't get the sense that you felt strongly about adding this 
question, so I am not pushing them to add it. The letter is going out Thursday or Friday. 
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Record Type: Record 

To: Elena KaganIOPDIEOP, Cynthia A. Rice/OPDIEOP 

cc: 
Subject: Proposed add to Arizona privatization 

Recognizing that perhaps we need to add something to the Arizona letter that reflects our real 
reservations about privatization, I just sugges1:ed the following questions to USDA. Let me know if 
you see any problems with them asap. 

What evidence does the state have that priva1:izing these functions will lead to lower costs? What 
evidence does it have that it will not lead to a diminution of client service or increased error rates? 
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TO: 

. FROM: DianaFo~\~ ClAM-u"2.h"t IIAGLT \~ ~ 

SUBJECT: AtizonaPrivatization t. V\AA.,\,u.~1., ~ lk.t.. ~ b ~ . '\ 

\ (CAA.A- ~ vJ,... ~ ~ a..r.::. L I} 

DATE: September 25, 1997 ~ \he.... k IhJ't.: ~.L l-.. 
Here is USDA's response to our 2 questions to them on Arizona. We had asked them: 

• Does the law set a clock ticking beyond the 60 day timeline by which they must approve. 
deny, or ask for more info? They say til = answer is no, there are no timing requirements 
once we get past October 3. 

• We asked them what additional informal ion they would ask Arizona for, and the attached 
draft letter lays this out. It looks reason Ible at first blush. Basically, it says: 

• 

• 

• 

• 

• 
• 
• 
• 

In the evaluation, how would A2. propose to isolate the effects of privatization 
from the other major changes the y are planning in this area? 
Noting unique characteristics ofl .{aricopa County, they ask what the comparison 
county would be and why it wou: d be a good comparison. 
They ask if a 2-year demo is long enough, whether 5 years would be better, and 
how the state's process would pr lduce meaningfW results in that "short" a 
timefi"ame. 
A reasonable-'sounding question. bout the state's plan to use historical records to 
measure client satisfaction 
How would the state reestablish e public workforce if the experiment was a flop? 
Would the state agree not to priv: .tize the fair hearings process? 
Would the state agree to release t Ie RFP only with prior approval from USDA? 
USDA states that it would apprm e only a 2-year demo; if the state wants to go 
statewide after that, it would have to come back to USDA. 

Now the ball is in our court to see what people h, Ire think, and provide USDA with our 
comments. Their deadline for action is, once aga n, October 3 -- in about a week. 

~o..UA. ~ ~ Je.-t.M()~·l' c.l ~",:1 
~ l \lAAlht ~vX L;r; '- ~I't 4\1 -h 
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proposed State eivaluation plan that ne :d fUrther clarification. 

First, with ~e j1lementatlon ofwelfa re refbrm. a new automated computer system. 
and the Atizo~'lZorks program, then: are a number of programmatic changes 
occurring concuq,entlY with prlvatizati, tn. The Department is concerned that the 
impacts ofpriv8tJz&tion on the outcom'lS of interest will be difficult to isolate from the 
simultaneous imp,act. of other program _tic factors. How does the Sta!/I propose to 

I Draft as 0109123/97 I J:AZDR.AFr2 
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sufficiently isol the impacts of pI ivatization from other programmatic impactS to 
allow for propel" rvalualion? 

Second. the StatJ indicates that a cc mparison county will be used to isolate the 
differences betwden the Arizona WllrlCS demonstration and the EMPOWER program 
from county-spe9flc and other facti .n. The Department is concerned that the unique 
economie and deinographie charact. >listies of the proposed demonstration site, 
Maricopa CountJf, does not allow fc r a valid cross-county comparison. Could you 
plCll$c indis:ate wftat site will be USCI! for a comparison county and please specify what 
characteristicS make that site a valid control for evaluation proposes? How will the 
impact of priva~rion be isolated ti )m the county specific impacts 8l'1d other impacts 
for evaluation? Why was a compari :on county design chosen over a pre-post 
evaluation desi&d, a combination of L comparison cOunty and pre-post designs. or any 
other c:xperimeJlrfI design? 

Third, the State J,roposes to implem. ,nt, run and evaluate the Amona Works program 
and privatization kmpacts in two yea1 s, The Department is concerned that the 
rcquomed time P1n0d will not be auf icient for proper evaluation of the privatization 
demonstration. Gur experience indic ates that more reliable results may be achieved 
fTam a longer pet!iod of implel'llentati )n (such as five year.) which allows for a baseline 
survey, full progtjam operation, and a dequate evaluation time. Please provide more 
detail regarding the State's time1ine f lr completing the process and comparative 
outcome studies.! How will the two l ear demonstration provide robust infonnation on 
which to adequarely evaluate privatiz ltion of the food stamp certification process? 

Fourth, the statelindicates that it will evaluate outcomes including client satisfaction 
and program ~nnanc;e and sugge.! ts tlw: historic:al r~rds will be used, to the 
extent that they ai-e available, as a COllparison. Could you please indicate what 
variables will he ~.0IetI In mea.~ur8 outl omes of client satisfaction, colt, and prosram 

I 

integrity in the $atization demonstr ltion? What measures will be used as a 
comparison? Wi all the concurrent Jrogra.m cl!anges, how can hislQrica1 records be 
adjusted to a110 a comparison of onIl the privatization initiative? Would the Stare 
consider adding It baseline survey of c ient satisfaction prior to implementation that 
would be repeate~ periadlca11y throu.!l'lOut the demonstration? 

Rssonvenion pL" -PIc;UQ clarify St lte plans to re-eltablish a public workforce ifrhe 
decilion is made to terminate the clem. Iftstration. 

! 

P io roval f e elt (0 ro IIRI CRFPl - Because many issues are not 
resolved or cl .. ed until the RFP is is IUed. will the State agree to release the RFP 
only with prior approval from PCS? 

Fllir Hyrings - ~he proposal indicate s that the State would retain control over fair 
hearinis but it is \lnc:1ear if the State w< ,uld conduct the fair hearings. Who \!rould be 

I 
! 
I 

I 
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responsible for clnducting fair hear ings? Is the State amenable to retaining this 
function under i, dOZfto!\St1'ation pr lject? 

. I 

141004 

We are available to meet with you and : 'our staff'to dircus:r. these illquC!I. I arrreciate your 
cooperation. I 

I 
I 

Sincerely, 

Y fetteS. Iackson 
Allmlnistrator 

•• 



REPORT 

SPINNING THE 
POOR INTO GOLD 

How corporations seek to 
profit from welfare reform 

By Barbara Ehrenreich 

Hndsm CEO sics woman who needs a caring but 
v. stria influence to help her and teach her to 'lead 
an orderly and disciplined life. 
r['" -personal ad, The Village Voice, 4/1/97 

.J.he registration fee for corporate partlCl# 
pants at the conference on "welfare privatiza,. 
tion" held in Washington, D,C., in late March 
was $1 ,295-an amount almost equal to a year 
of welfare benefits for a Mississippi family of 
three. Not that a Mississippi family on welfare 
was likely to venture into the hotel where the 
conference was held, which rents rooms for 
somewhere between $300 and $400 a night, dis­
counted to $185 for conference participants. 
With its muted modernist decor and cavernous 
lounge spaces, the Park Hyatt presents itself as a 
setting in which the affluent can gather dis; 
creetiy, over topics of mutual interest, undis; 
turbed by any low-income people except for 
those wearing uniforms and available to perform 
small acts of personal service. 

I first learned of the conference from a welfare 
advocate who faxed me, indignantly, the confer­
ence brochure, with irs promise that the gather~ 
ing would be an ideal setting for companies seek~ 
ing to: Capitalize on the massive growth potential of 
the new world of welfare refo-rmlGain a leading edge 
in the market while it is in its early stage/Profit from 
the opportuniries available. Until that time, my 
only acquaintance with the concept of welfare 
privatization came from a September New York 
Times article in which the sharp-eyed Nina 

Bernstein revealed that Lockheed Martin, Elee- . 
tronic Data Systems (EDS), Andersen Consult- " 
ing, Unisys, and a host of smaller companies 
were proposing to take over the states' 
counties' burden of processing and rel1al)ilitating 
the poorest of the poor. "We're approaching 
marketplace the way we approach all other mar- . 
ketplaces," the article quoted Lockheed senior 
vice president Holli Ploog. And why not? Gov' 
emment at all levels currently spends $28 bil-· . 
lion a year administering welfare programs, a 
tempting prize for a company facing the 
prospect of long-term declines in defense spend­
ing. The "peace dividend" liberals have awaited, 
with the patience of a cargo cult, since the end 
of the Cold War in 1989 won't be spending on. 
social programs after all but welfare transmogri­
fied into corporate welfare. 

According to conference organizer , 
(pronounced Susan~uh) Bacvanovic, an expen~ 
sively dressed young woman who patrolled the 
gathering with a flight attendant's air of reluc­
tant helpfulness, it was this same article in the ' 
New York Times that had inspired her col­
leagues at the World Research Group with the 
notion that welfare privatization might be an . 
appealing conference theme. This New 
York-based, for-profit firm shares Lockheed's 
lofty indifference to the actual content of the 
task at hand; it specializes in the staging of 
conferences---on anything that might attract 
well-heeled participants-and, in the odd syn­
tax of its Web site, "handles all aspects associ-

Baroora Ehrenreich is the author of Fear of Falling: The Inner Ufe of the Middle Class. among other books. Her Uu; 
est, Blood Rites: Origins and History of the Passions of War, was published in May by Metropolitan Books. 
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aced with'the superior implementation of our 
events," from "topic research" to "hotel can· 
(tacting." In addition to welfare privatization', 
the World Research Group'has held, or will 
soon hold, conferences on airport manage .. 
ment, music and technology, satellite services 
in India, mining in Mexico, and "interactive 
sports." Privatization is a favorite th,:me for the 
group's productions-privatization' of power in 
Brazil, for example, or of prisons in the United 
States. The brochure for the group's December. 
1996 conference on prison privatization exults, 
"While arrests and conVictions. are steadily on 
the ri,e, profits are to be made~profits from 
crime. Get in on the ground floor of this boom­
ing industry now!" -

So this was, in all its superficial markings and 
accoutrements, the generic corporate confer~ 
ence. One morning I accidentally wandered in~ 
to another business~oriented conference being 
held on the same floor of the Hyatt, and it took 
a close reading of the name tags to determine 
that I was in the wrong place. There was the 
same spread of coffee and croissants in the cor~ 
ridor, the same windowless ballroom containing 
the same long tables set primly with notepads, 
pencils, and ice water. For despite the occasion~ 
al opulence of their venues, the culture of cor~ 
porate conferences is a deeply ascetic one. At 
the Hyatt, the proceedings began each morning 
well before nine and stretched to five~thiny or 
six, nearly nine hours of continuous lectures 
and panels enlivened by few pleasantries or 
anything that could be construed as a joke. The 
exceptions were Mayor Bruce Todd of Austin, 
Texas, who attempted to lead the seventy or so 
conferees in a chorus of "G<XXI morning's," and 
Dean Curtis of Curtis & Associates, a firm that 
runs motivational sessions to prepare welfare re~ 
cipients for the work world, who had members 
of the audience stand and hold up signs refer­
ring to "Child Care," "Housing Subsidies," and 
other forms of government help that presum~ 
ahly block the recipient's path to successful eqt~ 
ployment. Other than that, the only respite 
from sensory deprivation was the handsome 
color slides favored by the corporate presenters. 
Most of these merely displayed an outline of 
whatever the speaker was saying (UAsset Sales 
and Divestitures/Long-Term Franchise/Out­
·sourcing .... "), though a few approached the lev~ 
el of surreal calendar art, such as the one offered 
hy Robert D. Tyre of Andersen Consulting, 
which showed the sun rising or setting over a 
vast landscape of undulating hills, above which 
the words "New Realities" were stamped. 

But the very blandness of the conference may 
have been a mercy. Better to feel you were in a 
group that could have been discussing any~ 
thing-Indian satellite service or new opportu~ 

mtles on the .Intemet~ to let your imagi­
nation wander for one moment to the human 
actualities portended by one suited speaker after 
another_ As it happened, in the weeks leading 
up to the conference there had been a series of 
news reports on the likely effects of Clinton's 
welfare-reform bill, which, among other dire 
measures, ends the federal government's sixty~ 
one-year-old obligation to the poor, sets a live­
year lifetime limit on welfare for any individual, 
requires adult recipients to find work, and other­
wise turns what remains of welfare over to the­
states in the form of unspeCified bl'2"k grants: 

While the conferees were settling into the~r spa~ 
dous rooms, Peter Edelman, the former Health 
and Human Services official who resigned last 
September to protest the bill, was traveling 
around the country, arguing that shoving mil~ 
lions of the welfare poor into sub~subsistence~ 
wage jobs-<:Jften without child care or health 
insurance-will result in rising homelessness, 
malnutrition, infant monality, family violence, 
and crime: "new realities" that are perhaps best 

contemplated against a remote and 
~ II mythical landscape. 

1\, _ onday morning began with a "Wel­
coming Address" delivered by William D. Eg­
gers of the Los Angeles-based Reason Founda­
tion, a libertarian think tank that exists to 
promote the privatization of government ser~ 



. -. 

vices and that, according to its report "Privati .. 
:ation '96," is happy to stock conferences with 
keynote speakers. A youthful fellow, with hair 
srylishly long on top, Eggers seemed both eager 
to please and confident that what he had to say 
was of such an intrinsically pleasing nature as 
to reqUire no oratorical effort on his part. An .. 
nouncing that welfare privatization is now 
"probably the hottest area [of privatization] in 
the country," he promised three days of solid 
information on such matters as "performance 
contracts" and "c;apitated services." Plus there 
was good news for the public-sector representa­
tives in me audience: Texas state officials, he 
told us, expect to ~ut their welfare costs 30 to 

. 40 percent by contracting them out 'to p'ri"at" 
vendors such as Lockheed and EDS. 

But the atmosphere of bureaucratic ratio, 
nality was soon punctured by the perorations 
of the third speak~r, Robert Rector of the 
Heritage Foundation. A thin, slightly 
hunched-over fellow with the gray buzz cut 
and thick glasses of a wonk ish monk, Rector 
has built his career on the argument that 
poverty is not so bad after all, and what there 
is of it is the result of misguided government 
generosity_ In 1990, for example, when the 
U.S. Census Bureau issued a report stating 
that 13 percent of the population, or 32 mil­
lion Americans, were below the poverty line, 
Rector had responded with an op-ed piece in 
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the Wall StT«! Joumal arguing that 
the supposed poor actually owned 
swimming pools or Jacuzzis-an extrapolati~ 
appreciat~d chiefly by connoisseurs ~< •••• : •• 
cal sophistry. 

Described in the conference program as 
author of the welfare-reform provisions in 
Contract with America, Rector was 
remind us that the purpose of welfare 
was not simply to redirect. gove"mne'lt 
from the poor to the corporate elite 
save the nation' from sin-the sins, in 
ular; of sloth, lust, and the resulting epidelmi( 
oL"illegitimacy. n Drawing on the 
analysis made famous in the 1980s by 
right-wing intellectuals as George Gilder 
Charles Murray, Rector explained that 
fare does not help the poor; it is, in fact, 
makes them poor. or at least what 
them demoralized and dependent, crimina' 
and addicted, and, worst of all, p"'gl,a'l<. 
This view ·permeated the conference unques-: 
tioned, as if no one, including the representa .. 
tive of the Clinton Administration 
spoke briefly on Monday afternoon, had 
heard of the numerous studies-some 
mer Clinton welfare official Mary Jo 
(who resigned in protest along with Edel­
man}-showing that there is no correlation 
at all between the amount a state pnJviides 
welfare mothers per child and its rate of out­
of-wedlock births. But no irritating coun­
terevidence intruded on Rector's pr,ese:nta-;' 
tion, from which it would have been easy to 
conclude that welfare functions, semen-like, 
to impregnate the poor single-handedly. Wel­
fare, he told us, "rewards dysfunctional be- : 
havior" such as out-of-wedlock childbearing, . 
whereas welfare reform will somehow "en­
courage marriage" by withdrawing the fertiliz; . 
ing flow of benefits. (Later, the conference's 
other ideological heavy hitter, the Cato Insti- . 
tute's Michael Tanner, ratcheted up the sexu­
al imagery, telling us that black men have 
been "cuckolded" by the welfare state.) 

Rector had only one slide: a colorless graph 
showing the case load carried by Aid to Fami­
lies with Dependent Children, the nation's 
erstwhile primary welfare program, declining 
over the last few years in the United States as a 
whole and declining even faster in the state of 
Wisconsin, where Governor Tommy Thomp­
son effectively ended welfare abollt three years 
before the federal welfare-r.eform bill was 
passed. Commenting that "even a Harvard 
Ph.D. could see the difference" between the 
two lines on the graph, he explained that Wis­
consin's "success" was due largely to "applica­
tion dissuasion," or the imposition of work re­
quirements so strict that "people never even 
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walk in the door in the first place.· When 
asked what had happened to the almost 40,000 
families shed by the Wisconsin welfare sys­
rem-whether they had found jobs, for exam­
ple,or had simply sunk into deeper 
Jesri[Urion1-he answered that "poverty isn't 
baJ for kids. Most of us had grandparents who 
were poor." The real problem is illegitimacy, . 
which has "a decisive bad ~ffect on kids," 
anJ which will end when we no longer 
have welfare to discourage the poor from 
marrying.' For a child, perhaps even a legit­
imare child (though this was not speci-
riedl, thirteen years on AFDC was "thir-
reen years of child abuse.· The one 
problem with the welfare-as-semen theory 
is that, so far, the abserice of welfare .. as .. any .. 
one· knew-it has not produced the hoped·for 
Jecline in Wiscoll§in's rates of teen pregnancy 
or out·of·wedlock 'births-a result that Rector 
could only term "3 paradox." 

Sensing another paradox, or at least an ap­
parent contradiction, at lunch I made my way 
(j\'er to an empty seat next to the Reason 
Foundation's William Eggers. How, I wanted [0 

know, did he reconcile his libenarianism with 
rhe ambient demands to regulate the reproduc­
rive behavior of the poor? As the baked-salmon 
entree was cleared to make way for a five#inch# 
high structure of ice cream and chocolate, he 
explained, first, that he wasn't a 100 percent 
libertarian, and, second, that the receipt of 
~ovemment aid seemed to him to justify the 
~lmsequent loss of freedom. What about mort# 
gage~interest deductions for the middle class 
and the affluent, I asked (which average $6,600 
per household per year, $2,100 more than the 
a,'erage AFDC grant for a family of three)? 
Should these deductions entitle the govern­
ment to dictate the lifesryles of wealthy home 
owners? Eggers, whose conference bio describes 
him as the author of the boOk that made "the 
greatest contribution to the understanding of 
the free economy during the last two years," 
smiled and nodded at this novel perspective. 
He had heard such an argument once before, 
from a fellow in California, or maybe it was 
Oregon, he confided vaguely before turning his 
anention back to the·dessert tower, now 

dribbling promiscuously into a 

A 
brown and white pool. 

ssuming that welfare leads to moral de­
cay and that the only goal of reform is "case# 
load reduction," as speaker after speaker sug# 
gested, why bother with privatization? Surely 

I Milwaukee saw sharp increases in homelessness and the 
use of soup kitchens /as, winter, as weU as a small increase 
in reported cases of child abuse and neglect. 

--- _._----_._-_ .. _._---_ .. _--- ---

the public sector could tum away supplicants 
every bit as efficiently as any profit-making finn 
and has, in fact, been known to "chum" wel# 
fare recipients, or hassle (hem off the tolls, as 
state and local budgets require. According to 
Rector, though, this is "the last thing in the 
world ,they [the public ,ector] know how to 
do"-a theme repeated by other speakers. Pub-

FORMERLY, ONLY GOVERNMENT COULD.oECIDE WHO WAS . 

ELIGIBLE FOR WELFARE; NOW THAT ROLE MAYBE PARCEL~. 

OUT TO UNDEREMPLOYED WEAPONS MANUFAcruRERS 

Iic#se~tor welfare suffers from a "culture of per~ 
missiveness" to the point of apologizing to 
clients, we were told, for the newly imposed 
work requirements. Furthennore, it was mani, 

" festly clear to the conference speakers that the 
"attributes of personal behavior," in the words 
of Austin's affable Mayor Todd, welfare recipi· 
ents need to acquire are best instilled by the 
private businesspeople who will become their 
employers. Punctuality, appropriate dress, and 
an agreeable demeanor were all mentioned at 
one time or another, either by the speakers or 
in the slides and videos'they presented. 

In fact, privatization was already under way, 
in a scattershot fashion, well before the advent 
of Clinton's welfare refonn. The defense con· 
tractor BOM International Inc. won a contract 
to automate New Mexico's welfare system as 
early as 1988; Lockheed was in the business of 
collecting child support and fingerprinting (or 
"finger-imaging," as the euphemism goes) reo 
cipients in various states; Curtis & Associates' 
and the job-brokerage firm America Works 
were propelling recipients into the workforce 
in Buffalo, San Francisco, and other cities. 

But with the Personal Responsibility and 
Work Opportunity Act signed by Clinton in 
August 1996, the way was cleared for private 
takeover of even the most intimate and fateful 
act of state~sponsored welfare-the detennina# 
tion of eligibility, a process that has always in# 
volved a measure of subjective judgment. Un# 
der the old welfare law, only government 
entities could distinguish the pcx>r from the not 
quite so poor, the deserving from the undeserv# 
ing; but this requirement vanished when the 
federal government block-granted welfare off to 
the states. The states will still set eligibility lev­
els, but it will be up to the private contractors 
to determine which individuals fit them. To 
highlight the new flexibility, the 1,229·page 
welfare,reform act stipulates that a state may 
administer its welfare program "through con# 
tracts with charitable, religious, or private orga, 

( 
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nizations" -a Mormon temple, for example, or 
an underemployed weapons manufacturer.2 

The calls I made before the confererice un­
covered no evidence that private companies 
had actually lobbied to make the welfare-reform 
bill so congenial to themselves. More likely, 
privatization was always a gleam in die eyes of 
at least some of the proponenrs of welfare re-

No ONE DEFENDED THE MUCH-SLANDERED WELFARE' 

RECIPIENTS, PERHAPS BECAUSE IT WAS SO EVIDENT· 

THAT THE FUTURE BELONGS TO THE PRIV A TIZERS 

form, since those who see the poor as objecrs for 
moral uplift tend also to see corporate America 
as the emlxxliment of efficiency and Protestant 
virtue. Rorida Representative E. Clay Shaw Jr., 
the millionaire Republican who sponsored the 
welfare-reform bill in Congress, has stated that 
privatization is u-exactly what has to happen for 
welfare reform to work." If the corporations lob­
bied for anything-and representatives of the 
welfare arms of EDS and Lockheed were ob­
served hanging around Capitol Hill at critical 
times in the summer of 1996-it was for the bill 
to contain more funds for "information 

. technology," a specialry of high-tech, defense­
oriented firms. Although the amounrs allocated 
were disappointing, according to EOS's Richard 
Ferreira, more money may yet be freed up for 
this purpose. One of the key provisions of the 
bill is irs five-year lifetime limit on welfare, the 
enforcement of which will require.a vast invest~ 
ment in technology to track individuals, 
through name changes and geographical moves, 
for decades on end-creating a veritable Fou~ 
caultian panopticon of surveillance and a 

growth industry for the finger-imag-

H 
isrs and information technologists. 

owever privatization managed to attach 
itself to the goal of "reform/' the conference 
aimed at serving a matchmaking function be~ 
tween the thousands of state and county agen~ 
cies entrusted with providing welfare and the 
scores of companies lining up to relieve them 

2 EUgibiUty far Medicaid and food sramps mus!, by law, 
saU be de!ermined by go«mmen! employees, and, if enforced, 
UIis requiremem may stymie Tems's ambitious plan!O pri­
vatize !he adminisITation of aU benefits far !he poor-wel. 
fare (now calJed TemPorary Assis!m1Ce far Needy Families), 
Medicaid, and food stamps. In May !he federal Health and 
Human Services Administration warned Texas not to flout 
the law. But Texas congressional representatives have in~ 
IToduced federal legislation !O remove !he restrictions. A~ 
!£madvely, T ems may decide !O udUze !he loophole offered 
!he S!ale by HHS and begin !he privatization of food stamps 
and Medicaid wilh "pilo! programs" a! !he county level, 
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of some part or other of thiS task. The 
ence brought together about·" hundred 
sentatives of the public sector, generally at 
"depury director" level, with a rotating 
about a dozen of their corporate suitors. 
strict sociological sense, the two parties to 
potential "partnership" -public~sector 
tors" and private,sector executives-are 

panrs of the same prclfessional-rruarulgelria 
sOcial class. Both groups spend their 

mal working lives at desks or ":'lle~~iU: 
bles-,-monitoring, managing, deal 
and coming up with ideas that people 

less than themselves will tb~e:'~~~:i~:~l 
.. imple;"ent. If the abst:l1\ct c 

. tween the two groups was not c 
enough, the list of conference speakers was 
plete with'individuals who had made or 
about to make the transition from one to 
other: Lockheed's Holli i?loog, for example, is 
former welfare administrator for the state 
Alaska. Jason A. Turner, Wisconsin's direcl:or 
of capacity building; Richard J, Schwartz, the 
"architect" of New York City's welfare refonD; 
and Mayor Todd of Austin have all j'l lmpe,:\ 
ship for more lucrative careers either 
pendent "consultants" or as corporate adminis_; 
trators of welfare. 

But at the Hyatt you didn't need an ac<:oun-, 
tant to tell the difference between the public 
and private sectors. The corporate executives 
present, who were overwhelmingly male, wore 
expensive gray suits subtly indented at the 
waisti their faces were tanned, or at least buffed 
and peeled to a heatry glow; and they seemed, 
on average, actually taller than their potential 
partners in the public sector. The representa~ 
tives of state and county governments, on the 
other hand, were in some cases overweight, 
ten bearded, and given to such fashion sole­
cisms as navy suits, heavy gold cufflinks, or even' 
(this ftom my home state of Montana) a pink, 
checked skirt worn with a matching pink em· 
broidered sweater. To underscore their evident 
superiority. the corporate participants tended to 
sit not at the tables provided but along the wall 
at the very back of the room, in case their beep­
ers should rouse them to more urgent business 
outside. And while the public sector bem over 
irs legal pads, none of the corporate people took 
nores, at least none that I could observe-note~ 
taking being, in the modem institutional can' 
text, a well,known gesture of submission. 

For the public·sector people, the conference 
was in every way a punishing experience. First, 
there was the -problem of sheer subsistence on 
the kind of miserly expense accounts provided 
by most state and county agencies: a partici, 
pant from Suffolk County, Long Island, had 
made the five·hour drive to Washington rather 
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than pay for airfare; several stayed in cheaper 
I"'tcls from which they walked every day to the 
conference. John Orexa, from New York's 
\X.'e:;.tchester County social services depart~ 
nlt.:'l1t. shared with me his rueful discovery that 
;1 :,ingl~ whiskey at the hot:el bar goes for six 
~h llbrs and change. But these were minor in~· 
Ji~nities compared with the relentless message 
fr.-)ill the podium: That the public sector, in its 
"permissiveness," had screwed up, turning wel~ 
tare into something that "destroyed the lives" 
,,i the poor and created a shiftless underclass. 
TI,is message, delivered most forcefully by Rec­
h Ir and the Cato Institute's Tanner. was further 
reinforced by the presence of the public-sector 
~lt.'fec[Ors, whose "tough love" approaches to 
wl.'lfnre were now being rewarded with corpo~ 
r;lte jobs. When I playfully asked Orexa 
whether any of the corporations had tried to re­
...:ruit him yet, I got something between a death~ 
'" hollow laugh and a snort . 
. Ir \",'as a scene that the cognoscenti of the far 

ridlt would have savored: public~sector "wel~ 
i,\fI.,' statists" writhing under the assault of their 
(( lrrorate and think·tank betters. If there is 
.1I1\' social group that the American right de~ 
:,ri~es more than the welfare poor, it is what 
tht'Y term the "new class," consisting of profes~ 
~i( mals and managers in the nonprofit sector­
{,'unJation executives, un i versity professors, 
Jt lurnalists, and, of course, govem~ent bureau~ 
(rms. According to neoconservatives, this new 
ci,lSS is bent on ruling the United States much 
.I:' their counterparts in the nomenklatura once 
ruleJ the Soviet Union. Key to this takeover is 
th\.' new class's exploitation of the poor as a ra~ 
rit)nale for government expansionism, as ex~ 
rlained, for example, in the pungent verbiage 
,1( The American Spectatcn-'s editor, R. Emmett 
Tyrrell Jr.: 

The welfare state . .. turned many heretoj01'e toiling 
Americans into parasites, and this new class of busy. 
bodies Ii'ie[s] as superparasites. deriving nourishment 
from ,he dependence of the welfare clients. 

It is this sinister symbiosis between the new~ 
ci<l5S welfare statists and the hapless poor that 
wdfare privatization promises to end once and 
(ur all. Henceforth, the corporations themselves 
will manage the poor, while the erstwhile new~ 
class cadre will have the choice of scrambling to 

\\'in corporate jobs for themselves or, if all else 
fails, joining their former clients at corporate· 
run "job readiness" programs. 

A few of the public-sector participants rolled 
their eyes during the fire-breathing lectures 
from Rector and Tanner; several muttered over 
lunch about the infomercial-like qualiry of the 
(t)rporate presentations. New York's Richard 
Schwam, for example, brazenly promoted his 

fledgling company by beginning his talk with 
the announcement that "there are only two 
words you need to know for welfare reform­
'Opportunity America.'" But no one from the 
public sector rose to defend either welfare sta­
tism or, sadly, even the much-slandered welfare 
recipients, perhaps because it was so evident in 
every presentation that the future belongs to 
the privatizers: men like EDS's Robert O. Stauf­
fer, who had just returned from an intemation~ 
al welfare~privatization conference held in 
New Zealand. and Andersen Consulting's 
RobertD. Tyre. who spoke of "surfing the [pri- . 
vatization1 wave" as it sweeps the world. Com~ 
pared with these torchbearers of international 
capitalism, proudly unrooted in any particular 
issue or locality, a deputy social service director 
from, say, Allegheny Counry, Pent)Sylvania, is a 
remnant of a dying culture. 

I had been looking forward to the Monday af­
ternoon presentation .by Lockheed's Holli Ploog," 

if only because she was one of just three women 
on the program and the only female speaker 
from the corporate sector. But she turned out to 
be not the fearsome Sigourney Weaver figure of 
my expectations, j'ust a mousy presence in black 
and brown whose theme-"Virginia Child Sup­
port Privatization: Applying the Success to Oth­
er Human Service Areas"-sent a handful of the 
audience sneaking out to refresh their blood caf­
feine levels. It was a gocx:l moment to 'catch up 
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on the free literature available to conferees, such 
as the March is~ue of Governing magazine, 
featuring corpora~e ads that seemed to encapsu­
late the conference itself. "Beginning to feel the 
effects of welfare refonnr' demanded a two-page 
offering from Unisys. ''You're caught in the mid­
dle of a welfare revolution .... It's a tough spot to 
be in. But Unisys EIS (Efficiency, Integrity and 
Self-Sufficiency) offers a way out." There was a 
full-page ad for a conference on "Marketing to 
State Governments," to be held in Las Vegas for 
a mere $450 a person, which gave me the odd 
feeling that I wasn't at a distinct event at all but 
suspended in SOIne airless continuum of inter .. 
connecting hotel ballrooms, decorated only with 
spreadsheets. Bu~ ~hen Ploog wound to an end, 

people wriggled in their seats, and we could con­
gratulate ourselves on another orderly succes-

sion from speaker to speaker. without 
'"'"1"" dissension or even much applause. 

~ he tr~nsformation of welfare is, as was 
clear by the end of Monday's session, a revolu­
tion without soul or solidarity, a matter of 
smelling money and drifting closer to it, the 
wayan amoeba is driven, chemotactically, to­

ward the molecular emanations of its prey. 
There is money in welfare, obviously, even in 
"refonned" welfare, and this attracts the corpo, 
rations, which have learned from EDS's experi­
ence with Medicare in the 1960. that whenever 
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government money /lows froiD one point to 
other, it is generally possible to siphon some 
There also is money in advising COIpo1",tions 
public agencies, and this in tum draWl 
thinle tanks, such as Heritage and Cat'; 

Reason. "If you ask me," a 'w~oman::n;l~~:'~~~ 
an independent, for-profit" 
pered to me subversively during a 
"welfare privatization means full enlp\'oY'lI1en 
for consultants." And there is,of.course, 
to be made in holding conferences that 
all these parties together. In additiOn to 
ing the registration fees, the World ",ese.lra 
Group offers corporations, for un,di:sc\os,e( 
prices, an "official lead-platinum" level 
ference sponsorship, which includes a "m,OT'"' 
teed ... speaking engagement," and an "o/lic:iaI: 
co-lead-gold" level of sponsorship, which ~. HC,., 
with it "a confidential copy of the delegate 
for your own marketing purposes." 

But once you h"~eaccepted the idea 
there is money to be made in anything, even 
tensible acts of charity, the only socially res,pol~-, 
sible question is: Can the corporations, 
vate "vendors" in geneml, do a better job 
government at finding employment for the 
fare population? This question was not raised 

the conference, where the speakers ~~~:~:~: 
assumed that, as one of them put it, the 
community is "the genius in America ... and . 
Western world." Even so, fragments of dissent; 
ing data surfaced disconcertingly here and 
In the course of making the point that gmlertl-' 
ment is "deadly efficient" at what it dOlos-­

though what it does in the realm of welfare 
clearly evil-Rector allowed that administrative 
overhead in government welfare agencies aver~. 
ages an admirably slim 10 to 15 percent; and it's 
hard to imagine firms such as Lockheed, which 
has fattened for so long on cost-plus defense 
contracts .. improving on that. Later, Andersen· 
Consulting's Tyre mentioned a General Ac, 
counting Office study showing, as he put it, that 
"government agencies that aren't working well 
now won't succeed at privatization," . 
would seem to pose another "paradox": the 
agencies that arguably most need to privatize ~ 
won't do a good job at it, and those agencies 
that have the capacity to do a goOd job of priva- . 
tizing might be better off using that capacity to 
deliver the service themselves. 

Clearly privatization involves more, on the 
part of government, than handing welfare man, 
agement over to some public,spirited corpora~ 
tion and walking away. As officials of the. 
unions that currently represent public~sector 
welfare workers were eager to infonn me before 
the conference, the progress of welfare privati, , 
zation to date has been blemished by a number 
of near,scandals and disappointments, unmen .. 



.! 

tioned by the speakers at the Hyatt. For exam­
ple, GT ech Corporation, which is the nation's 
largest operator of state lotteries and is the par­
ent company of a firm under contract to admin~ 
ister food stamps in Texas, has been accused of 
bid rigging and influence peddling. Ander-
sen Consulting's cost overruns led the Ne­
braska Department of Social Services to 
temporarily withhold its payments last Jan-
uary. America Works, which earns an aver-
age of $5,000 for every welfare recipient it 
places in a job, has been repeatedly ,!ccused 
of "creaming" the caseload for relatively 
high-skilled recipients who would have readily 
found jobs on their own. Maximus Inc. allegedly 
paid a West Virginia welfare administrator to 
provide the company with inside information 
that would have helped it win a child-welfare­
services contract. And when Orange County, 
California, set up a competition to see whether 
Maximus or the county welfare department 
could move the most welfare recipients into 
jobs, it was the welfare department that won. 

The question of how welfare privatization 
will work, though, hinges ultimately on that 
great mathematical mystery: Where will the 
profits come from? According to privatization's 
cheerleaders, corporations will not only extract 
healthy profits from welfare for themselves but 
will gamer sizable savings (as much as 40 per­
cent, as Reason's Eggers suggested) for govem~ 
ment: a potential miracle on the scale of the 
loaves and the fishes. There were three or four 
representatives of public~sector unions on spy 
duty at the conference, dressed indistinguish~ 
ably from most of the other participants in 
public~sector grunge, and it was their hands 
that shot up at Q&A time to query, very po­
litely, the source of the anticipated largesse. No 
one offered a clear answer: EDS's Robert Stauf-. 
fer, for example, responded that the source of 
profits was "undefined at this point of time." 
One possibility is that the firms will take their 
profits out of the services and allotments in~ 
tended for the poor; this will be especially 
tempting if-as forcefully recommended by 
Rector-the companies are paid solely for 
"case load reduction," as opposed to being paid 
for finding long·term, decent·paying jobs for 
welfare recipients. It is no great trick to 
achieve effective levels of "application dissua­
sion"-by, for example, locating a welfare of· 
fice several bus rides out of town and opening it 
at odd and erratic hours. 

The othet likely source of profits lies in the 
wages currently paid to the nation's tens of 
thousands of public-sector welfare employ· 
ees-caseworkers, administrators, and clerical 
workers, most of them unionized, many of 
them (thanks to the public sector's hisrory of 

. . 
relatively nondiscriminatory hiring practices)' 
female and/or black. Once privatization takes 
off, un!mown numbers of these people will be 
displaced by lower-paid, nonunion corporate 
employees or even by machines. One of the 

WELFARE'S TRANSFORMATION IS A MAlTER OF SMELLING 

MONEY AND DRIFTING CLOSER TO IT, THEWAY AN AMOEBA 

IS DRIVEN CHEMOT ACfICALL Y TO"::ARD ITS PREY 

privatizers' favorite innovations-and the 
theme of a World Research Group conference 
held in late April-is "electronic benefit trans­
fer," through which welfare grants and food 
stamps are distributed via "smart cards" and 

.' dispensed at the equivalent· of 

W 
ATMs} 

e may never know enough, though, to" 
judge the private sector's performance in help­
ing the poor to post-welfare-reform self-suffi­
ciency. Clinton's welfare-reform bill has 
smashed that central moral bond, wnich linked 
the destitute to the rest of us, into thousands of 
fragments, and these in tum will be buried in 
contracts and, most likely, subcontracts, inac~ 
cessible to public view. Private firms are not 
subject to the same rules of financial disclosure 
as are the public agencies they will take over 
from, nor are they, given the threat of competi­
tion, particularly forthcoming about their oper· 
ations. The potential for abuse or at least fla· 
grant nonaccountability mounts when the 
contracts are drawn up and monitored, as they 
often will be, by public·sector managers eager to 
make the leap to the other side of the table. 
When Texas recently requested proposals from 
would-be vendors, for example, even those reo 
quests were not made available to the public. If 
secret deals and diffused responsibility are frus­
trating to journalists, imagine their effect on a 
welfare recipient who has been indentured by a 
local welfare department into a "work;readi~ 
ness" program run by. say, Curtis when she goes 
to her Lockheed-operated A TM, presents a fin­
gertip for identification, and finds herself reject­
ed. Whom is she going to call? 

There is, finally, the question of whether pri· 
vatization can succeed in the tenns set by the 

3 AccOTding", a GTech spo,",sperson, some of the "COTe 
technology" used in machines that issue lottery tickets is now 
being applied", !he eleccronic cransf .... of welfare benefi~ 
aperared by GTech's Texas subsidiary, TTansacdve. The 
spokespers~ insists,. however, that there ~ no plan at this 

. arne "' deSign a muiopuT/JOse A TM that WlU allow welfare 
recipients to purchase their lottery rickets at the same time 
they caUect !heiT welfaTe benefics. 
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moralists who brought us welfare reform. The 
goal of reform, as set forth by Rector and Tan· 
neT at the conference, is to stop welfare-and 
all forms of government aid to the poor-before 
they drag another victim into the quiclcsand of 
"dependency." By comparison, the corporate 
speakers often sounded positively liberal-reo 
spectful of the public sector with which they 
would soon be "partnering" and even vaguely 
aware that larger issues of social stability may be 
at stake. EDS's Stauffer fretted briefly about 
whether we are unwittingly "creating classes of 
society," with one of them "eaming $6 an hour 
who'll never get beyond that." He reported that 
at the New Zealand conference he had just at­
tended they're "really worried" about what he 
called the "social and income gap," although, 
he said, trailing off. "I'm not sure we should 
[be]." But it's not hard to see how the profit mo­
tive alone could seduce the private vendors of 
welfare~related services into becoming a penna .. 
nent constituency for continued government 
spending on the poor, much as companies like 
Lockheed serve as permanent constituencies for. 
the Pentagon and some operators of privatized 
prisons have become lobbyists for prison con­
struction. In his talk, Tanner had offhandedly 
denounced even the nonprofit Catholic Chari­
ties as a "pig at the trough" for its reliance on 
government funding, so I wondered how he felt 
about having Lockheed et a1. become similarly 
habituated to public welfare spending-to the 
point, perhaps, of lobbying for more of it. When 
I cornered him with this possibility at a phone 
bank outside the ballroom, he gave me a mo­
mentary look of alarm and acknowledged that 
this would be a "perverse" outcome indeed. 

The difference between, say! a moralist such 
as Tanner and a corporate privatizer such as 
Stauffer mirrors a larger ambivalence in Ameri .. 
can conservative politics. With one hand, the 
right pounds the pulpit convulsively for bal­
anced budgets and a federal government 
shrunk to the size of a flyspeck on the Wash­
ington Monument. The other hand, however, 
is firmly extended for whatever handouts-in 
·the form of subsidies, tax breaks, or straight-out 
corporate welfare---can be coaxed or extorted 
from the public sector. There is, of course, no 
rule that a social movement has to be logically 
coherent: European fascists managed an un, 
likely blend of technological modernism and 
agrarian romanticism for much of the twenti .. 
eth centuryi Gingrich slams "big government" 
even as he solicits the defense contracts that so 
richly nourish his congressional district in 
Cobb County, Georgia. Neither, for that mat­
ter, do a movement's activists and apparatchiks 
even have to know where they're going or the 
name of the landscape around them. On the 
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last evening of the conference, I 9Plprc,achll 
Bacvanovic. who was still manning 
tration table, to ask why there were no 
on the program. Her fairy-tale.princess 
up in triumph as she retorted. "We 
Michael Tanner from the 'Cato lns,t'itut~ 
that's very liberal." It seemed pedantic. 
probably irrelevant to her career, to 
thai libertarian is not the same as liberal. 

In the case of post·reform welfare, things' 
tum out nicely both for those who want 
welfare and for those who want to 
what's left of it. What the moralists 
above all is that welfare recipients who are 

. supposedly lying about in drugged 
themselves out to low-paying but redlemlpti. 
labor. This outcome can only please a 
community irritated by the minimum wage, 
sanctions agafnst hiring illegal immigrants, 
the occasional victories bf union or!;arlize:rs. 
nothing else, the refo~ and privaltizaltic,n 
welfare will create a huge pool of ArnC!:i~ 
workers who will have no choice but to 
up for whatever jobs the employers have 
fer: First there will be all the welfare recipient 
who have exhausted their time on the 
no longer have the option of returning to 
fare if the boss is abusive or the children 
sick. Add to these recruits the one third of 
workforce that constitutes the working 
who, in states where refonn has begun, 
ready seeing their jobs lost and wages de.:lir .. 
fonner welfare recipients tumble into· the 
market. According to the Economic Policy 
stitute, the working poor will see their 
drop by 11.9 percent as welfare recipients 
ejected into the workforce. Surely, in 
emerging dystopia, Lockheed et al. will have 
valued role to play-providing what's left 
welfare to the temporarily jobless, pre:pping 
inexperienced, disciplining the Qlsco,ura.g"', 
channe ling peop Ie from one job to another, 
generally trading in the desperation and help' 
lessness of the post.welfare.reform poor. 

I checked out of the Hyatt amid a sycophan­
tic swarm of bellhops, doormen; and clerks eager . 
to open doors, call a cab. or hook me for a sec .. . 
ond visit. It was a ten' minute walk to the, 
Dupont Circle Metro stop, where I en<:oumered 
my first nonuniformed low, income person in 
more than three days-a young woman in greasy', 
layers of clothing who challenged me to give her 
some change. This, it occurred [0 me, was pre .. 
cisely the evil the conference aimed to save us 
from: poor 'people, outdoors with no definite er, 
rand, surly and free. More likely, though, in the 
reformed and privatized future, there will be 
thousands more like her milling at subway stops 
and maybe, eventually, even pressing up against 
the huge glass doors of the Hyatt itself. 
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I Subtitle H-Miscellaneous 
2 SEC. 5801. AUTHORITY OF STATES TO CONSOLIDATE AND 

3 AUTOMATE THE ADMINISTRATION OF CER-

4 TAIN ASSISTANCE PROGRAMS, AND TO CON-

5 TRACT COMPETITIVELY FOR THE ADMINIS-

6 TRATION OF SUCH PROGRAMS TO REDUCE 

7 FEDERAL AND STATE PROGRAM COSTS. 

8 (a) IN GENERAL.-Notwithstanding any other provi-

9 sion of law, a _______ may administer or provide 

10 for the administration of 1 or more programs described 

II in subsection (d) in accordance with a qualified plan ap-

12 proved as provided in subsection (c)(2), and any eligibility 

13 determination made by a nongovernmental entity or em-

14 ployee in accordance with such a qualified plan shall be 

15 considered to be made by the State and a State agency. 

16 No provison of law shall be construed as preventing the 

17 State from allowing eligibility determinations described in 

18 this section to be conducted, using Federal funding and 

19 porcesses established by the State, by an entity which 

20 meets such qua1ifications as the State determines and is 

21 not a State or local government, or by an individual who 

22 is not an employee of the State government or of local 

23 government in the State. 

24 (b) QUALIFIED PLAN DEFlNED.-As used in sub-

25 section (a), the term "qualified plan" means a plan which 
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2 

1 covers 1 or more programs described in subsection (d) and 

2 wruch-

3 (1) provides for increased automation of the 

4 processing of eligibility determinations under the 

5 program to promote efficiency and allow a reduction 

6 of the total number of persons assigned to perform 

7 the determinations; 

8 (2) provides for integration of eligibility deter-

9 minations under the programs covered by the plan, 

10 including the consolidation of State agencies to allow 

11 for a further reduction of the total number of per-

12 sons assigned to perform the determinations; 

13 (3) provides for competitive bidding for the 

14 right to collect and process data used to make eligi-

15 bility determinations under the programs covered by 

16 the plan, under State regulations to ensure that the 

17 State relies on the most efficient and innovative pro-

18 vider of such services and minimize State and Fed-

19 eral costs; 

20 (4) provides assurances that the plan does not 

21 affect-

22 (A) any condition for eligibility for benefits 

23 under a program covered by the plan; 

July 27.1997 (7:50 p.m.) 
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1 (B) any right to challenge any determina-

2 tion regarding eligibility for, or any right to, 

3 benefits under any such program; 

4 (C) any determination regarding quality 

5 control or error rates under any such program; 

6 or 

7 (D) any safeguard of the privacy, confiden-

8 tiality, or protection of any individual eligible 

9 for, or receiving any benefit under any such 

10 program; and 

11 (5) applies to not more than 50 percent of the 

12 recipients of benefits under any program described 

13 in subsection (d). 

14 (c) ADMINISTRATIVE PROVISIONS.-

15 (1) SUBMISSION OF PLANs.-A State desiring 

16 to administer or provide for the administration of 1 

17 or more programs described in subsection (d) in ac-

18 cordance with a qualified plan may submit a plan for 

19 such administration to the appropriate Federal offi-

20 cial with respect to any program covered by the 

21 plan. Notwithstanding any other provision of law, re-

22 view of a plan under this section by the appropriate 

23 Federal official as defined in subsection (e) to whom. 

24 the plan is submitted is the sole requirement nec-

25 essary prior to implementation by the State. 

July?:T. 1997 (7:50 p.m.) 
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1 (2) APPROVAL OF PLANS.-

2 (A) IN GENERAL.-The appropriate Fed-

3 eral official to whom a plan is submitted pursu-

4 ant to paragraph (1) shall approve the plan if 

5 the appropriate Federal official determines that 

6 the plan contains all of the elements specified 

7 in subsection (b), and shall disapprove the plan 

8 if the appropriate Federal official determines 

9 that the plan does not contain all of the ele-

10 ments specified in subsection (b). In order to 

11 disapprove the plan, the appropriate Federal of-

12 ficial shall inform the State in writing, within 

13 10 days after receipt of the plan, of the specific 

14 elements of the plan that are not present as re-

15 quired for the plan to be approved. 

16 (B) DEFAULT APPROVAL.-If, by the end 

17 of the 10-day period that begins with the date 

18 a plan is submitted pursuant to paragraph (1) 

19 to an appropriate Federal official, the appro-

20 priate Federal official has not disapproved the 

21 plan, the plan is deemed to be approved. 

22 (C) CONSULTATIONS.-In determining 

23 whether to approve a plan that covers more 

24 than 1 program described in subsection (d), the 

25 appropriate Federal official to whom the plan is 

July 27.1997 (7:50 p.m.) 
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I submitted shall consult with the appropriate 

2 Federal official or officials with respect to the 

3 other program or prograxns covered by the plan. 

4 (d) PROGRAMS DESCRIBED.-The programs de-

5 scribed in this subsection are the following: 

6 (1) The special supplemental nutrition program 

7 for women, infants, and children (WIC) established 

8 under section 17 of the Child Nutrition Act of 1966 

9 (42 U.S.C. 1786). 

10 (2) The food stamp program under the Food 

11 Stamp Act of 1977. 

12 (3) A medical assistance program operated 

13 under a State plan approved under title XIX of the 

14 Social Security Act. 

15 (e) APPROPRIATE FEDERAL OFFICIAL.-As used in 

16 this section, the term "appropriate Federal official" 

17 means-

18 (1) ill the case of the programs described in 

19 paragraphs (1) and (2) of subsection (d), the Sec-

20 retary of Agriculture; and 

21 (2) in the case of the program described in sub-

22 section (d)(3), the Secretary of Health and Human 

23 Services. 

24 (f) PAnIENTS TO STATES.-

July 27. 1997 (7:50 p.m.) 
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(1) IN GENERAL.-Within 60 days after the 

date a State plan submitted pursuant to subsection 

(e)(1) is approved, the appropriate Federal official 

to whom the plan was submitted shall pay the State 

$_--- from sums in the Treasury of the 

United States not otherwise appropriated, which 

amount be used only to cover the costs of conducting 

competitive bidding in accordance with the plan and 

to cover the other initial costs incurred in developing 

the plan. 

(2) LIMITATION.-A State may not receIve 

more than 1 payment under paragraph (1). 



~ Diana Fortuna 
07/29/97 11 :17:35 AM 

• • • • • • • • • • • • • • • • 
Record Type: Record 

To: Elena Kagan/OPD/EOP 

cc: Laura Emmett/WHO/EOP 
Subject: Question from Ed Lorenzen on Texas privatization 

Ed Lorenzen, Stenholm's guy, says the state is asking him the following: can they privatize in 50% 
of the state, and do their integrated thing statewide; or is the deal that their integrated thing could 
only be state-wide? I assume it's a 50% limit on privatization, and there is no limit on the 
integrated enrollment system per se. Do you know? 



{] Cynthia A. Rice 07/29/9706:52:47 PM 

Record Type: Record 

To: Diana Fortuna/OPO/EOP 
cc: Bruce N. Reed/OPO/EOP, Elena Kagan/OPO/EOP 
bcc: 
Subject: Re: Lorenzen has question on spin on Texas ~ 

Ed says it would help his boss, and he thinks it would be good for us, to portray us as having been 
willing to discuss reasonable, sub-state options, and to make clear that the Republicans pulled the 
plug, not us. Do you think this is something we want to do and something others in the building 
would allow us to say or want Stenholm to say? 

Also, he's wondering if he can divide the Texas Republicans by indicating that Phil Gramm was 
willing to do substate but Gov. Bush was not, and he wants to know if Gramm signed off on the 
"deal" this weekend. 
Diana Fortuna 

~ Diana Fortuna 
07/29/97 05:22:23 PM 

• • • • • • • • • • • • • • • • 
Record Type: Record 

To: Bruce N. Reed/OPO/EOP, Elena Kagan/OPO/EOP, Cynthia A. Rice/OPO/EOP 

cc: 
Subject: Lorenzen has question on spin on Texas 

Ed Lorenzen says the Texas and the Republicans have officially pulled the plug on Texas. He would 
like to spin it that Texas and the Republican leadership pulled the plug without approaching us 
about any specific concerns, and that the White House was willing to try to work out details, and 
wants to make sure this is accurate. What do you think? 
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1 Subtitle H-Miscellaneous 
2 SEC. 5801. AUTIIORITY OF STATES TO CONSOLIDATE AND 

3 AUTOMATE THE ADMINISTRATION OF CER-

4 TAIN ASSISTANCE PROGRAMS. AND TO CON-

5 TRACT COMPETITIVELY FOR TIlE ADMINIS-

6 TRATION OF SUCH PROGRAMS TO REDUCE 

7 FEDERAL AND STATE PROGRAM COSTS. 

8 (a) IN GENERAL.-Notwithstanding any other provi-

9 sion of law, a _______ may administer or provide 

10 for the administration of 1 or more programs described 

11 in subsection (d) in accordance with a qualified plan ap-

12 proved as provided in subsection (c)(2), and any eligibility 

13 determination made by a nongovernmental entity or em-

14 ployee in accordance with such a qualified plan shall be 

15 considered to be made by the State and a State agency. 

16 No provison of law shall be construed as preventing the 

17 State from allowing eligibility determinations described in 

18 this section to be conducted, using Federal funding and 

19 porcesses established by the State, by an entity which 

20 meets such qualifications as the State determines and is 

21 not a State or local government, or by an individual who 

22 is not an employee of the State government or of local 

23 government in the State. 

24 (b) QUALIFIED PLAN DEFlNED.-As used in sub-

25 section (a), the term "qualified plan" means a plan which 

JUly 27,1997 (7:50 p.m.) 
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I covers 1 or more programs described in subsection (d) and 

2 which-

3 (1) provides for increased automation of the 

4 processing of eligibility determinations under the 

5 program to promote efficiency and allow a reduction 

6 of the total number of persons assigned to perform 

7 the determinations; 

8 (2) provides for integration of eligibility deter-

9 minations under the programs covered by the plan, 

10 including the consolidation of State agencies to allow 

II for a further reduction of the total number of per-

12 sons assigned to perform the determinations; 

13 (3) provides for competitive bidding for the 

14 right to collect and process data used to make eligi-

IS bility determinations under the programs covered by 

16 the plan, under State regulations to ensure that the 

17 State relies on the most efficient and innovative pro-

18 vider of such services and minimize State and Fed-

19 eral costs; 

20 (4) provides assurances that the plan does not 

21 affect-

22 (A) any condition for eligibility for benefits 

23 under a program covered by the plan; 

July 27, 1997 (7:50 p.m.) 
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I (B) any right to challenge any determina-

2 tion regarding eligibility for, or any right to, 

3 benefits under any such program; 

4 (C) any determination regarding quality 

5 control or error rates under any such program; 

6 or 

7 (D) any safeguard of the privacy, confiden-

8 tiality, or protection of any individual eligible 

9 for, or receiving any benefit under any such 

IO program; and 

I I (5) applies to not more than 50 percent of the 

12 recipients of benefits under any program described 

I3 in subsection (d). 

14 (c) ADMINISTRATIVE PROVISIONS.-

15 (1) SUBMISSION OF PLANs.-A State desiring 

16 to administer or provide for the administration of 1 

17 or more programs described in subsection (d) in ac-

18 cordance with a qualified plan may submit a plan for 

19 such administration to the appropriate Federal offi-

20 cial with respect to any program co .... ered by the 

21 plan. Notwithstanding any other provision of law, re-

22 view of a plan under this section by the appropriate 

23 Federal official as defined in subsection (e) to whom 

24 the plan is submitted is the sole requirement nec-

25 essary prior to implementation by the State. 

JUly 27. 1997 (7:50 p.m.) 
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1 (2) APPROVAL OF PLANS.-

2 (A) IN GENERAL.-The appropriate Fed-

3 eral official to whom a plan is submitted pursu-

4 ant to paragraph (1) shall approve the plan if 

5 the appropriate Federal official determines that 

. 6 the plan contains all of the elements specified 

7 in subsection (b), and shall disapprove the plan 

8 if the appropriate Federal official determines 

9 that the plan does not contain all of the ele-

10 ments specified in subsection (b). In order to 

11 disapprove the plan, the appropriate Federal of-

12 ficial shall inform the State in writing, within 

13 10 days after receipt of the plan, of the specific 

14 elements of the plan that are not present as re-

15 quired for the plan to be approved. 

16 (B) DEFAULT APPROVAL.-If, by the end 

17 of the 10-day period that begins with the date 

18 a plan is submitted pursuant to paragraph (1) 

19 to an appropriate Federal official, the appro-

20 priate Federal official has not disapproved the 

21 plan, the plan is deemed to be approved. 

22 (C) CONSULTATIONS.-In determining 

23 whether to approve a plan that covers more 

24 than 1 program described in subsection (d), the 

25 appropriate Federal official to whom the plan is 

JUly 27.1997 (7:50 p.m.) 
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submitted shall consult with the appropriate 

2 Federal official or officials with respect to the 

3 other program or programs covered by the plan. 

4 (d) PROGRAMS DESCRIBED.-The programs de-

S scribed in this subsection are the following: 

6 (1) The special supplemental nutrition program 

7 for women, infants, and children (WIC) established 

8 under section 17 of the Child Nutrition Act of 1966 

9 (42 U.S.C. 1786). 

10 (2) The food stamp program under the Food 

11 Stamp Act of1977. 

12 (3) A medical assistance program operated 

13 under a State plan approved under title XIX of the 

14 Social Security Act. 

IS (e) APPROPRIATE FEDERAL OFFICIAL.-As used in 

16 this section, the term "appropriate Federal official" 

17 means-

18 (1) in the case of the programs described in 

19 paragraphs (1) and (2) of subsection (d), the Sec-

20 retary of Agriculture; and 

21 (2) in the case of the program described in sub-

22 section (d)(3), the Secretary of Health and Human 

23 Services. 

24 (f) PAYMENTS TO STATES.-

JUly 27. '997 (7:50 p.m.) 
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(1) IN GENERAL.-Within 60 days after the 

date a State plan submitted pursuant to subsection 

(e)(l) is approved, the appropriate Federal official 

to whom the plan was submitted shall pay the State 

$______ from sums in the Treasury of the 

United States not otherwise appropriated, which 

amount be used only to cover the costs of conducting 

competitive bidding in accordance with the plan and 

to cover the other initial costs incurred in developing 

the plan. 

(2) LIMITATION.-A State may not receIve 

12 more than 1 payment under paragraph (1). 

JUly 27.1997 (7:50 p.m.) 



Privatization of Health and Human Services Programs 
6/17/97 

• The Administration believes that allowing states to privatize health and 
human services programs would not be in the best interests of program 
beneficiaries. Discretionary judgments about eligibility for federal benefits 
such as Medicaid, foster care, Food Stamps, and WIC should be made by 
impartial, merit-based public employees. 

• Therefore, the Administration opposes the provisions in the Chairman's mark 
and any amendments which would allow complete or partial privatization. 

• The Chairman's mark would allow the eligibility and enrollment determination 
functions of Federal and State health and human services benefit programs 
to be privatized in ten states and deems approved such a proposal for the 
State of Texas. Under this proposal, 58% of the nation's Medicaid 
beneficiaries could be placed in a private system. 

• While certain program functions, such as computer systems, can currently be 
contracted out to private entities, the certification of eligibility for benefits 
and related operations (such as obtaining and verifying information about 
income and other eligibility factors) should remain public functions. 

• Without a change in law, states can already privatize all aspects of the 
Temporary Assistance for Needy Families program. They can also hire 
private firms to design and operate information systems, develop and 
recommend revised eligibility processes, and provide management training 
and assistance. 

Finance Possible Administratio 
Allows Private Contractors to: Committee Amendment n Position 

Proposal 

Obtain and Verify Yes Yes No 
Information used to 
Determine Eligibility 

Determine Eligibility Yes No No 
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tJ Cynthia A. Rice 06/18/97 12:58: 18 PM 

Record Type: Record 

To: See the distribution list at the bottom of this message 

cc: 
Subject: Senate Finance Committee on Privatization 

This morning, Sen. Conrad moved to strike the privatization provisions of the Senate Finance 
Committee mark, which would deem Texas approved and allow up to 10 more states to privatize. 

Conrad's motion to strike won. 
Then, clearly there was some back room dealing as other subjects were debated. 
Then, D'Amato who had voted w/Conrad before, asked for a vote to reconsider Conrad. 

The chairman offered to change his mark to take out the other states. The vote to reconsider won 
on a party line vote. 

End result: the Finance Committee deems Texas approved but does not allow other states 
to privatize. 

We worked hard to provide official and unoffical documents to help Conrad's efforts. John -- I'll 
send a package over to you for your information. 

On other matters, Moseley-Braun's effort to not count teens in the 20% of caseload in vocational 
education cap passed, but Nickles insisted he wanted to work with her in drafting to ensure it 
doesn't weaken the work requirements./l Moseley-Braun apparently told him it didn't, which isn't 
really true (The law requires teen parents to be in school to get assistance. This wouldn't change 
that. This would not count those teens as being in "vocational education" -- which would allow 
more adults in vocational education to be counted as ·working.·) 

Message Sent To: 

John PodestaIWHO/EOP 
Bruce N. Reed/OPO/EOP 
Elena Kagan/OPO/EOP 
Diana Fortuna/OPO/EOP 
Janet Murguia/WHO/EOP 
Emil E. Parker/OPO/EOP 
Kenneth S. Apfel/OMB/EOP 
Barry White/OMB/EOP 
Keith J. Fontenot/OMB/EOP 
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To: 

Fax#: 

From: 

Subject; 

FAX TRANSMISSION 
Center on Budget and Policy Priorities 

Gene Sperling (456-2620) 
Anne Lew (456-2802) 
Elena Kagan (4;6-2878) 
Cynthia Rice (456-5570 

Bob Greenstein, Stacy Dean and 
Karin Martinson 

Date: June 17, 1997 

Pages: C' including this cover sheet. 

COMMENTS: Attached i. a paper we have shared with Congressional staff which di~cu~ses some 
of the problems with the Senate Finance Proposal on privitiz;ation. We ellpect Senator Conrad to 
uffer an lIJIIendment to st.rike the proposal and Senator Kerrey to offer amendments to modify the 
proposal; however, we are not hopeful that any changes will be adopted. 
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CENTER ON BUDGET 
AND POLICY PRIORITIES 

June 17. 1997 

SENATE PRIVATIZATION PROPOSAL SHOULD NOT BE ADOPTED 

Senator Roth's proposed Reconciliation package contains a provision that would 
requtre the secretaries of Health and Human Services and Agriculture to approve up to 10 
state proposals to contract out the eligibility functions for federal and state health and 
human services programs. This provision is an attempt to steamroll the Administration 
into approving a request made by the State of Texas to contrll-ct with II private entity to 
conduct the eligibility for a range of programs, including: food stamps, Medicaid, child 
care, and Wle. While the Administration has the authority to approve such 
demonstration projects under current law. it has approached this important issue with an 
appropriate level of caution and concern. 

The Senate Finance COmmittee should not eliminate the federal government's 
ability to review and evaluate thoughtfully state requests that would affect millions of 
low-income families and elderly people and would potentially involve the expenditure of 
billions of federal dollars. 

Background 

Under the new weifar" law, states do not need Secretarial approval to contrad 
eligibility determinations for the Temporary A:;:;istance for Needy Farnllies (T ANF). They 
may choose to have private companies - ei ther for-profit or non-profit - determine 
which low-income families are eligible for T ANF cash assistance and employment 
services. States do not, however, have this explicit authority under most other federal 
assistance programs. They must seek approval for a waiver for such an activity from the 
secretary of HHS or Agriculture if they wish a private company to determine the 
eligibility for Medicaid, food stamps, and other programs, Since most states determine 
T ANF, food stamp and Medicaid eligibility simultaneously, some state~ are interested in 
privatizing food stamps and Medicaid along with TANF. 

The Roth proposal would not provide the Administration with the authority to 
grant 10 waivers of this nature in 10 states - that authority already exists under current law. 
In fact, Wisconsin has requested .. limited demonstration proposal of privotiution that the 
Administration is currently considering. Instead. the Roth prOvision requires the 

) 

Administration to approve statewide proposals to turn over the administration of all 
public assistance program to non-goverrunental entities even if the states' plans are deeply 

~ flawed and could have adverse consequences for the federal fisc as w"U as the recipients 
involved. The State of Texas has sought such. approvlll from the Administration which the 
Ad.<nuu..l:rabu" d~ni"d ba:><:d on the TI:~ propo5aJ as 1L was subntlttt:\J, It the !\Urn 

620 First Stree~ NE, Suite 510, Washington. DC 20002 
Tel: 202-408-1060 Fax: 202-408-1056 c..nter@cen:er.cbpp.org http://www,cbpp.org HNOO26 ...... 
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proposal is enacted, the Administration would be compelled to approve the Texas 
privatization initiative despite its concerns_ 

The size and complexity of Texas proposal alone call for caution. Texas represents 

\ 

9 percent of the nationaJ food stamp and WlC caseloads and 7 percent of the national 
~ Medicaid caseload. Some $9 billion a year in food stamp and Medicaid benefits are 

provided in Texas. Moreover, the Texas proposal is not a demonstration. It r"present~ 

\ 

statewide implementation of a radically new way of admirm;tedng federal public 
assistance programs. There would be no control group, no meaningful data collection and 
no ability for the federal government to stop the privatization effort in the future if it is 
determined a failure. The state mechanism that currently administers these programs 
would be dismantled or subsumed within the private contractor. 

Senate Finance Proposal Is Unwise and Premature 

The Finance Committee provisions would require the Administration to approve 
large and unprecedented changes in the way services and benefits are delivered. 
Congress would be ill-advised to pass such sweeping changes without fully 
understanding their implications. Neither the Senate Finance nor the Senate Agriculture 
Committee have had the opportunity to question witnesses, experts, interested companies, 
affected interest groups, or the Administr/ltion on the merits of privatizing eligibility. 
Although proponents of the Texas plan have made assertions about the savings it might 
produce, none of these have been subjected to independent verification. Indeed. the very 
plan for which Texas seeks approval has not even been made available for public or 
Committee comment. The COll'lll'littee and Congress as a whole have not yet examined the 
potential impacts of this proposal on low-income families, Children, and elderly and 
disabled people. 

Privatization Raises Many Unanswered Questions 

PrivatiZation of food stamps and Medicaid raises an array of issues that deserve 
serious consideration. The Conunittee has not had the opportunity to examine these 
issues_ 

• Public; Input. Some have argued that since the Administration did not 
approve the Texas proposal, Congress must approve the plan. It is not dear. 
howt:>ver, exactly what the contents of the Texas proposal are. The Texas 
proposal is not a public document ancI has not been made available in its 
flnaJ form to the publiC in the state. It is not available for review by the Finance 
Cummittee. The Administration denied Texas' request after reviewing the 
proposal. It is not sound policy to mandate approval of a proposal that is 
subject to neither public nor Congressional scrutiny and that the Secretaries 
of HHS and Agriculture have determined should not be approved. 

2 
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• Affected Programs. The Senate Finance proposal allows states to contract 
out eligibility determinations for all federal and state health and human 
services benefit programs. This is a sweeping change that would include 
programs such as child welfare and prograJm outside the Finance 
Committee's juriSdiction such as WIe. The idea of privatizing programs 
such as these raises particularly thomy questions that neither the Finance 
Conunittee nor the Agriculture Committee have considered. Should 
someone other than II state be given the authority to remove a child &om 
their home when there are allegations of physical abuse? Should a for-profit 
private contractor make this determination? Should a WIe private 
contractor be permitted to require pregnant women applying for WIC to 
travel to an HMO on the other side of a city or county for the health 
screening that is a part of the WIC application process, a problem that may 
arise if privatization allows private entities that are not health providers to 
operate WIC? 

• Incentives. Many are concerned that when eligibility functions are tumed 
over to a private entity, service delivery could be driven by profit motives 
rather than the goal of ensuring that eligible families receive the assistance 
for which they qualify. For example, depending on how contracts are 
structured with the private entity, a state may give the contracting entity 
financial incentives that could (unconsciously or consciously) result in 
actions that would have an adverse impact on families. State food stamp 
and Medicaid worlcers must serve everyone who applies for benefits; 
workers are not penalized for tAking additiolllli time to a~si5t the more 
problematic cases. It is possible that a private for-profit entity would not be 
as willing to spend the extra amount of time and resources to assist the most 
complicated and time consuming cases. Yet these often are the most 
vulnerable cases and include the homeless and the mentally ill. 

It is not clear that the current quality control system is designed to measure 
the accuracy with which a non-govemmental entity delivers benefits. For 
example, the quality control system does not penalW! a state for improperly 
denying a household that applies for benefits. States are only penalized for 
improper approvals. This system only works because public agencies have 
no profit motive to deny households benefits. If private contractors are 
permitted to issue benefits, there may not be a measurement system in place 
to ensure that they are not discouraging individuals from applyirl{; in order 
keep down their COSts. 

• FintJlfcial.Accauntability. As mentioned earlier, states may use private 
contractors to determine a family's eligibility for TANF. Since T ANF is a 
block grant, the federal government faces no financial exposure if states elect 
to use private contractors. Food stamps however is a 100% federally funded 
benefit, arul the benefit costs of Medicaid are shared between the state and 

3 
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the federal government. If a contractor does not operate the eligibility 
determination process effectively, it is possible that the federal government 
eouId itlCUt large added costs in these programs. 

First, a contractor may operate the programs in such a manner that high 
error rates result by allowing too many individuals to receive benefits or to 
receive overly large benefits. While the state agency would be held 
accountable for these .::ost overruns, adding another party to federal-state 
quality control negotiations would complicate what can already be difficult 
and lengthy negotiations. Private entities are likely to have impressive legal 
talent at their disposal for such contract disputes, 

Second, since food sramps and Medicald share state administrative costs at a 
50 percent match rate, the federal government would share the cost of any 
cost overruns billed by the contractor. 

Even if HHS and USDA were confident that the proposal a particular state 
submitted could not be operated without Significant federal financial risk, 
they would be required under the Roth proposal to approve the state's plan 
unless at least 10 states has already applied for privatization approval. The 
Roth provi3ion does not provide the Secretaries with arty latitude to tum 
down a proposal which appears to be seriously flawed or very risky. 

• Contractor Accountability. The policies and practices of a public agency 
are subject to open records requirements, state Administrative Procedure 
Act, and judldal review under statutory and constitutional standards. These 
public accountability mechanisms should be similarly applied to private 
companies taking on this public function. Moreover, additional monitoring 
may be needed to ensure that the contractor is not minimizing eligibility, 
benefits, or services in response to finandal incentives. These concerns need 
to be addressed in considering the privatization of benefit programs. 

• Confitkntitility, The proposal taises serious questions about the disdosure 
of private client data and private sector i1CCe5S to and use of confidential 
government data bases. Families that seek publiC benefits must provide 
personal confidential information to the entity which determines their 
eligibility, benefits, and services. In addition, the entity must sometimes 
"= .::onfidential detc b~, including IRS artd Social Security data in 
order to verify eligibility. Public data of this nature is not made available to 
private entities that might have commercial uses for such data. While many 
confidentially concerns might be able to be addressed, the Roth proposal 
does not give the Secretary adequate authority to deny plan5 which risk raise 
serious confidentially concerns. 

4 
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Summary and Conclusion 

The Roth priva~ation proposal should not be adopted. It would be premature for 
the Senate Finance Committee to allow a proposal with such signlficant and far-reaching 
consequences. By tying the Administration's hands and forcing it to approve potentially 
flawed privatization schemes, the Committee could cause serious unintended harm. 

5 
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Private Eligibility Determination for Medicaid, Child Welfare, 
Food Stamps, and wrc 

This "Demonstration" Could Cover 58% of Medicaid Beneficiaries. 
The Finance Committee proposal is a big change to undertake 
without Congressional hearings or oversight. The proposal would 
allow up to 10 states to turn all their health and human services 
programs -- including Medicaid, child welfare, Food Stamps, and 
WIC -- over to private contractors. These private contractors 
would decide which families were eligible for benefits -- a new 
and untested role for private agencies. 

If the 10 states with the largest Medicaid case loads 
(CA, FL, GA, IL, MI, NY, NC, OH, PA, TX) exercised this option, 
then 58 percent of the nation's Medicaid beneficiaries would be 
in the private system (see attached). Texas alone, whose 
application is deemed approved by this provision, has 7 percent 
of the nation's Medicaid caseload. 

This Proposal Should be Out of Order Because it Affects Programs 
Outside Finance Committee Jurisdiction. This proposal explicitly 
allows private contractors to operate eligibility and enrollment 
determination functions for Food Stamps and the Special 
Supplemental Food Program for Women, Infants and Children (WIC). 
In its reconciliation markup last week, the Senate Agriculture 
Committee did not include a provision to allow private 
contractors to operate WIC or Food Stamps. Thus, the Finance 
Committee is violating jurisdictional rules by including this 
provision here. 

Under the TANF Block Grant, States Can Already "Privatize" 
Welfare -- Are We Ready to Let them Privatize Other Programs Too? 
The new TANF welfare block grant gives states tremendous 
flexibiity. States set eligibility rules, and they can hire 
private or religious organizations to screen applicants, provide 
benefits, and operate welfare to work and abstinence programs. 
TANF will provide an opportunity to test privatization -- we 
don't need any more "demonstrations" right now. 
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There is a Ro1e for the Private Sector in Medicaid -- but Not in 
Determininq E1iqibi1ity for Federa11y Guaranteed Benefits. 
Medicaid and other programs already take advantage of private 
sector efficiencies by hiring private sector providers, such as 
managed care companies, for-profit hospitals, and computer 
systems experts. This role is entirely appropriate and allows 
the Medicaid program to take advantage of the competition of the 
private market. This proposal, on the other hand, would allow 
private companies to perform what has always been a public 
function -- determining who's eligible for taxpayer-funded 
benefits. Making decisions about the eligibility of needy people 
for benefits is one of the most fundamental functions of 
government. 

Private Incentives Cou1d Undermine Efforts to Ba1ance the Budqet. 
The goal of this legislation is to eliminate the federal deficit 
by the year 2002. There's reason to be concerned that private 
contractors determining eligibility for open-ended federal 
entitlements may cost the federal government more -- either 
through higher error rates during start-up or because a company's 
primary concern would be its own bottom line, not the federal 
treasury's. 

Privatization May Not Be in the Best Interest of Beneficiaries. 
To prevent cost-overruns or simply to reduce spending, states may 
include financial incentives in company contracts which would 
encourage them to cut corners with complicated cases and make 
them more likely to deny benefits. It is unclear how much of a 
federal role there would be in monitoring contracts and ensuring 
basic safeguards. 

It's Unc1ear What Kind of Texas Proqram is "Deemed Approved" by 
this Provision. The State of Texas has not submitted an actual 
proposal to privatize state functions, nor requested a waiver of 
any federal statutes or regulations. Instead, the state sought 
guidance from HHS and the Department of Agriculture about the 
terms under which it could release a "request for offers" (RFO) 
seeking private bids. Although select state and federal agency 
officials have seen the State's proposed "RFO", its terms have 
not been made public. Thus, Senators may approve a plan that not 
one of them has seen. 

The Committee May Reqret a Decision which Encouraqes States to 
"Appea1" Aqency Waiver Decisions to Conqress. By deeming the 
Texas application approved as submitted, the Finance Committee 
will encourage other states unhappy with agency waiver decisions 
to appeal, flooding the Committee with petitioners. 

'I 
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Fact Sheet on Administration Response to Texas 

On May 13, 1997, in a letter to Texas Health and Human 
Services Commissioner Michael McKinney, HHS and the Department of 
Agriculture responded in writing to certain questions that had 
arisen in discussions with Texas state officials. 

The State of Texas had not submitted an actual proposal to 
privatize State functions, nor requested a waiver of any federal 
statutes or regulations. Rather, the state and federal agencies 
had engaged in discussions to provide guidance to the state in 
its plan to release a "request for offers" to seek private 
vendors. 

The Administration's letter concluded that the state could 
develop an integrated enrollment system so long as public 
employees perform the essential eligibility determination 
functions. For example: 

• A non-public employee may not take actions involving 
discretion or value judgments, including all elements 
of the benefit eligibility determination process that 
relate to the evaluation of information provided by an 
applicant or which bears on the eligibility decision. 

• In an integrated enrollment system, most if not all 
activities involving personal contact with an applicant 
or recipient have the potential to involve the use of 
discretion or judgment and must be performed by state 
merit system employees. 

But much flexibility is currently available to the state, 
the letter said: 

• The state has broad authority to administer the 
Temporary Assistance for Needy Families (TANF) program, 
the block grant created by last year's welfare law, and 
can use private contractors without limitation there. 

• The state can also use private contractors to design 
and operate information systems, develop and recommend 
revised eligibility processes, and provide training and 
assistance in the management of an integrated 
enrollment system. 
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